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PREFACE TO THE REVISED EDITION 


Thh publication of a icvision in 1919 of a tevtbooV in Compaiatne 
Economic Systems mIiicIi appeared oiiginally caily in 1914 should 
not require much e\planation The intervening yeais have bi ought 
ina eased insight into the problems of capitalism and alicinatite 
systems, detailed knowledge concerning the economic cvpcuences 
of Soviet Russia in Woild War II and m the early postwai ycais, 
the beginning of the great e\pciiment with paitial socialism in 
Gieat Britain, the decline and fall of the fascist systems of Germany 
and Italy, and an inaeasing trend toward some foim of collectivism 
in die United States and many othei impoitant countries As a 
result, the issues involved in tite study of compaiativc economic 
systems are now more than ever among the most lively and im- 
poitant faced by students and cuirens 
The changes made in the book from the first edition to the 
second are primarily those whicli were dictated by the events noted 
above Some of the sections dealing with capitalism have bten ev 
panded slightly to allow for the discussion of issues which have 
inaeased in importance in recent yeais, such as full-employment 
policy, the public debt, price control and rationing A few sections 
on theoietical socialism have also been amplified to some e\tcnt 
Sections dealing with Soviet Russia in the period up to Woild 
War II have been modified m the mteicst of gieatei accuracy and 
conaseness, and material has been added dealing with the economic 
experiences of Soviet Russia during the wai, losses suffeied as a 
result of the war, the goals of the Fourth Five-Year Plan, and the 
economic developments of the eaily postwar years In connection 
with each important economic topic, a section has been added 
which discusses the aims, methods, and results of the piogram of 
partial socialism carried on in Great Biitain undei the auspices of 
the Labor Party m the last few years Finally, all the sections deal- 
ing with the economic systems of fascism have been mateiiallv 
reduced m length, and the fascist systems have been consideied 

together to a greater extent than formerly, rather tlian on a counti v- 
bv-countrv basis " 



VI PREFACE TO THE REVISED EDITION 

The study of compaiative economic systems on the basis of im- 
poitant economic topics, lathei than by analyzing one complete 
economic system after anothei, has pioved successful, and this ap- 
pioach IS retained m the levised edition The style of the book is 
unchanged, as aie its geneial attitude and outlook Although ap- 
pioximately half the mateiial of the levised edition is eithei new 
or lewiitten, deletions and condensations have almost balanced the 
additions, and the ovei-all length of the book has changed only 
slightly As a result, it should be no more difficult foi students to 
lead or foi teacheis and classes to get over in the time available 

In the piepaiation of the levised edition, I have been assisted 
greatly by aiticisms and suggestions given me by many teacheis who 
have used the fiist edition in then classes, by colleagues on the 
staff of the Economics Department at the Univeisity of Illinois, 
and by large numbeis of intelligent and inteiested students in my 
own classes I am also much indebted to Miss Lois Jedlicka, who 
has typed the manusaipt of the revised edition ivith painstaking 
caie and has assisted with the tasks of indexing and piooficading 

Ralph H Blodgett 

URBANA, ILLINOIS 



PREFACE TO THE FIRST EDITION 


The study of compaiative economic systems was inleiesting and 
piofitable even in the old days when the only altci natives to cMSt- 
ing capitalism were found in the tlicoictical systems of socialism and 
communism With tlie development of the planned economy of 
Soviet Russia and the fascist systems of Italy and Gciiuany, this 
study became impoitant as well as mtciesting Today questions in 
the field of comparative economic systems aie of vital impouance 
They aie questions of the lioui Diffeiences between national 
economies played a significant lole in pioduang the Second IVoild 
Wai and in tlie conduct of tliat stiuggle An undei standing of them 
will be necessaiy to tlie constiuction of a lasting peace The giouing 
impoitance of the study of compaiative economic systems has found 
expression in the development of couises in tins field m colleges 
and umv'ersities all over the country in recent yeais This book is 
intended piimanly to seive as a textbook foi such courses 


The approach to the study of comparative economic systems used 
in the present volume is distinctive The textbooks alieady in use 
are content simply to analyze one economic system aftei another 
until the enure list of systems has been covered It seems to me that 
It may be questioned whether this is the best method for effecting 
comparisons of economic systems, for students aic likely to foiget 
much of what they have read concerning earlier economic systems 
by the time they reach the systems which aie treated later in the 
book In studying the control of puces or the distribution of income 
m Germany under Nauonal Socialism, the students aie handi 
capped by the fact that it has been horn one to three months since 
these same topics were studied in connection with capitalism, so- 
cialism, or the Soviet Russian economy 
In the present volume the organization of the material is bv 
economic topics rather than by economic systems The topics cov- 
eied in Part One, which deals with Compaiative Economic Systems 
proper, include economic principles, economic institutions, govern- 
ment, the making of impoitant economic decisions (whether bv 
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of these methods), the organization of production, agiicultuie, mar 
keting, price control, and rationing, credit and banking, the distii- 
bution of income, the economic status of labor (and related topics 
such as social insmance, business cycles and unemployment, and 
population policy), international trade and economic self-suffi- 
ciency, and public finance Each of these important phases of eco- 
nomic life is discussed in relation to capitalism (with the United 
States as the leading example), theoretical socialism, theoretical 
communism, and the actually-operating economies of Soviet Russia, 
Fascist Italy, and National Soaalist Germany Thus, the student 
learns about the economic institutions of all the economic systems 
at one point in the course, about the distribution of income in all 
the systems at another, about the handling of the agricultural prob- 
lem m all the systems at another, and so on. 

The advantages of this topical method of approach are several in 
number The study of the prinaples and methods by means of 
which all the types of economic systems handle important individ- 
ual phases of economic life and deal with leading economic piob- 
lems facilitates the comparison of these systems and makes simi- 
laiities and differences between the systems stand out clearly Any 
danger that the student will lose sight of the forest as a whole in 
his study of the individual trees is minimized by the presentation of 
several chapters at the end of Part One which summaiize and evalu- 
ate the various economic systems as complete entities The use of the 
topical method of appioach also helps to ensure that the discussion 
of the various systems will be comparatively thoiough and well-bal- 
anced, whereas the oiganization of the subject by systems makes it 
at least possible that the discussion of each system will be confined 
largely to its most striking features and policies and that public fi- 
nance or the distribution of income, for example, will be discussed 
in great detail m connection with one system and treated veiy 
lightly if at all in connection with anothei Finally, the use of the 
topical method of appioach makes it possible moie leadily to em- 
phasize economic principles and economic theory in the discussion 
of economic systems, and the piesent volume is intended to give the 
student a good leview of general economics as well as an under- 
standing of compai ative economic systems It is hoped that the stu- 
dent will finish Ins study of this book with a better knowledge of 
general economics and of the way in which our capitalistic system 
operates than he had after completing his course oi courses in eco- 



IX 


pm ACL 10 IHL IIRSI LmilON 

noinic principles and pioblems,— and a knowledge acqnncd pleas- 
antly and painlessly 

It IS common, in books on tins subject, to take it lor gi anted ibai 
the studenU will have acquired an adequate knowledge ol the caju- 
talistic system and its method o£ operation bcfoic they .ippio.ich the 
study of compaiative economic systems As a icsult, no section at all, 
or only a coinparatitely small one, is devoted to the anal) sis of 
capitalism as such On the basis of my cvpcucncc in teaching the 
course in comparatnc economic systems dining the last ten ycats, 
this assumption conccining the students is ficquentl), if not usually, 
invalid Believing that it is difficult to iindci stand oi evaluate othei 
economic systems unless one has an adequate undci standing of 
capitalism and confident that most students need additional ivoik on 
the subject, I have definitely taken capitalism to be one of the sys- 
tems to be analyzed and evaluated in the present book Accoidingly, 
considciablcmateiial is picscnlcd botli with icgaid to capitalism in 
general and with rcgaid to the capitalistic system of the United 
States in paiticulai Some of this matciinl is lathci element. iry in 
chaiactei and will be familial to students who aic well picpaicd in 
general economics Such matciial can be clnnm.itcd fiom discussion, 
of course, by instiuctors who feel that u is unncccssaiy, but in many 
cases It will be found that students can levicw the matci i.il with profit. 

Pait Tw'o of this volume is given ovei to the discussion of 
Marvan Socialism It coveis such matters as the Maixian philoso- 
phy, inieipietation of history, and concept of the state, iheoncs of 
value, wages, surplus value, and class snuggle, predictions concern- 
ing the future development of capitalism and its eventual break- 
down. and prophecies with regaid to the revolution, the dictator- 
ship of the proletaiiat, and the eventual classless society of anarchis- 
tic communism The section on Marxian Socialism is separated 
from the rest of the book because so much of it is an analysis and 
aiticism of capitalism as it existed in Marx’s lime lathei than a 
set of pioposals with regard to an ideal system oi systems which 
might leplace capitalism On the othei hand, it was felt that a book 
on comparative economic systems would not be considered complete 
if It failed to present a discussion of Marxian Socialism The analy- 
SIS and evaluation of Marx’s work is intended to be reasonably 
thorough and intensive, and yet an effort was made to keep the 
discussion on a level suitable for advanced undergraduate students 
of economics 
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Thioughout the book I have attempted to maintain an objective 
altitude and a model ale tone Ceitainly I have not tried to seive as 
a super-salesman for any one type of economic system, nor have I 
tried to lend suppoit to the impicssion, which many people have, 
that the capitalistic system of the United States is doomed Howevei, 
I am almost convinced that complete objectivity in the contiovcrsial 
field of compaiative economic systems, whethei on the pait of 
authors oi readers, is an unattainable ideal As a result, 1 shall not 
be surpiised if tliose readers who agiee with my conclusions and 
opinions find my book highly objective in its treatment of economic 
systems while those who disagree witli these same conclusions and 
opinions discovei it to be stiongly biased Such a degiee of objec- 
tivity as the book contains is leal and not meiely simulated If I 
have presented a certain numbei of advantages or accomplishments 
foi one type of economic system, 1 have not thought it necessai y to 
present exactly the same numbei foi each othei type of economic 
system In similai fashion, if I have assigned eight failures or weak- 
nesses to a paiticulai economic system, I have not considered it 
necessary to conjuie up an exactly offsetting numbei of advantages 
or accomplishments in oidei to give tlie ajipeaiancc of faiiness The 
evaluations of tlie various economic systems aie intended to be 
tlioiough and sinceie, and not mere listings of pi os and cons 
My thanks aic due to many peisons for assistance in the prepaia- 
tion of this volume I am indebted to my colleagues of the Eco 
nomics Department of the Umveisity of Illinois foi helpful sug- 
gestions and advice, to Merlin H Hunter who has arianged my 
teaching schedules so that I would have an oppoitunity foi investi- 
gation and wilting, and has given me constant encouragement, to 
my many excellent students in classes in Compaiative Economic 
Systems foi valuable ciiticisms, to tlie seveial anonymous leadeis 
who analyzed and criticized the manuscript and made many worth- 
while suggestions foi its impiovement, to many publishers who 
generously gave me permission to quote excerpts fiom their works, 
to Mrs Leona Alexander and Miss Frances Stiiitz foi then cdieful 
typing of the manuscript, and to my wife and daughteis whose pa 
tience and undei standing have been invaluable to the completion 
of this project 

Ralph H Blodgett 

URBANA, ILLINOIS 
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PART X 


Comparative Economic Systems 



CHAFTER 1 


ECONOMIC PRINCIPLES AND 

economic systems 


Most textbooks m die punciples o£ economics pay veiy httic at- 
tention to the subject of diffci cnees between economic systems In 
some cases, no refetence is made even to the existence of economic 
systems other than capitalism In others, tlic existence of socialistic 
and fascist economies is recognized but economic principles are 
presented in such a way and die description of economic activity is 
of such a cliaracter that readeis are led to believe eidier Uiat die 
economic affairs of non-capitalisuc systems arc! of no gieat impor- 
tance or that these afEaira are so much like diose of our own 
capitalistic system that no separate treatment of them is required 
Today, of course, there is no excuse for a person to dunk that, 
because he has observed only the operation of our capitalistic 
system, no other economic systems exist or have existed The events 
leading up to World War II and those of diat conflict itself served 
to emphasize the fact that non capitalistic economies were in actual 
and more or less successful operation The war period found the 
fascist economies of Germany, Italy, and Japan arrayed against the 
capitalistic economies of the United States and Great Britain and 
the socialistic economy of Soviet Russia in a struggle to die death 
The postwar penod has witnessed the virtually head-on dash be- 
tween the United States and Soviet Russia and the gradual emer- 
gence of a foim of socialism in Great Britain The question of the 
kind of economic system which we shall or should have m the 
United States in the postwar penod is still very much at issue 
Indeed, we hear many persons insisting that the basic institutions 
of our capitahsuc system should be maintained and preserved in 
the postwar penod while at the same time the fedeial government 
should attempt to guarantee the existence of full employment. 
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£uinish a complete system of soaal security for all the citizens, try 
to induce significantly the extent of inequality in the distiibution of 
income, and follow oilier policies which might make it impossible 
to operate a capitalistic economic system in this countiy 

At the piesent time, the student of economic aflaiis can scarcely 
considei himself well informed unless he has some rather definite 
and accurate ideas as to how socialistic, communistic, and fascist 
economic systems differ fiom our capitalistic system The piesent 
book IS intended to furnish at least a part of tlie infoimation which 
IS necessaiy foi this purpose In Pait I, we shall considei similaiities 
and diffei cnees between vaiious economic systems ivith respect to 
economic piinciples, economic institutions, governments as i elated 
to economic life, the ways in whicli decisions are i cached on im- 
poitant economic matters, the piactices and policies which are used 
in carrying out these decisions, and points of economic stiength 
and weakness Part II deals with tlie analysis and evaluation of the 
powerful Marxian criticisms of the opeiation of capitalistic eco 
nomic systems and piedictions as to the future of such systems The 
study of Marxian Socialism is important in its own right, and it has 
had an impoitant influence on vaiious thcoietical and actually 
operating economic systems 

Econoinic Pt maples of General Validity 

In beginning the study of economic systems, we shall concern oui- 
selves fiist witli the impoitant question of whethei the principles of 
economics, as ordinal ily set forth, aie valid for all types of economic 
systems, or have application only to capitalistic economies The 
discussion which follows will show that many important economic 
pimciples, since they involve no assumptions as to the economic 
institutions whicli prevail in a given system, aie as valid under 
socialism, communism, or fascism as under capitalism Howevei, 
there are a few economic piinciples whicli, tliough vabd in a capi* 
tahstic economy, depend upon the existence of a certain set of 
capitalistic economic institutions for their validity and have no 
application in systems which lack these institutions We shall tuin 
now to a detailed examination of the first of these groups of eco- 
nomic principles i 

Scarcity and the Economte Problem In the first place, economic 
activity rests upon the same general foundations m all economic 
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systems Economic activity arises everywhere out of the abundance 
of human wants and tlie seal city of die diicct and indiicct means 
£oi their satisfaction Human wants are both gicat and growing 
If not unlimited, diey aie at least indefinitely e\pansiblc The com- 
modities and services which can satisfy these wants arc relatively 
scarce, and so are the pioductivc agents (land, labor, and capital) 
whidi can produce die desired commodities and set vices The vaii- 
ous grades and types of these productive agents usually have al- 
ternative uses, that is, they can be used in the pi eduction of a 
numbei of diffeient commodmes and services Thus, the economic 
problem in any system is diat of allocating limited pioducuve re- 
sources, which have alteinative uses, to the satisfaction of great and 
growing human wants 


Economic systems may differ widi lespcct to die importance which 
they attribute to the pioblem of satisfying the economic wants of 
their aS^ns Under capitalism, it is assumed that die economic 
problem iTprimary and basic, that the best allocauon of pioducuve 
resources is that which results in the maximization of the com- 
modiues and services available for use, and diat the achievement of 


this maximization would produce the highest degice of human 
welfare These latter assumptions aie not completely justified fiom 
some points of view, as will be seen in Chaptci 5, but they are made 
fay many economists under capitalism The ideal theoreucal systems 
of socialism and communism and die actual socialistic system of 
Soviet Russia seem to agree with these notions as to the most ap- 
propriate goals or ends of economic activity, but hold that t hes e 
goals can be adneved most effectively by methods and practices 
quite different from those employed under capitalism On die other 
hand, the leadeis of the fascist systems held that economic ends as 
su^ are of secondary importance and denied that welfare is 
achiev^ by the maximization of the commodiUes and services 
draired by individuals These leaders contended that the nauon as a 
whole IS not merely the sum of the individuals who compose it at 

have ends 

sysSir^'^'^I^^ ^ indmdLls of the 

ZTh of fundamental importance and 

must be achieved whether or not their reahzauon is consistent with 
Ae enjoynient of the greatest possible quanuties of commodities 
s rvices y individuals Thus, economic systems may differ mth 
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regard to the objectives which should be sought as well as witli 
regard to the methods which should be used in attaining given 
objectives 

The Law of Diminishing Productivity Turning now to the dis- 
cussion of specific economic prinaples, we recall that one of die 
most impoitant of these principles is the Law of Diminishing Pro- 
ductivity This law states that if the technology of pioduction 
lematns unchanged and equal successive units of some one agent 
of pioduction are applied to a fixed amount of other productive 
agents, the average product pei unit of the variable agent, aftei a. 
certain point has been leached, will decline ^ Is this general ten- 
dency one which will operate only under capitalism or may it be 
expected to opeiate in any type of economic system? The answer 
IS obvious The principle in question has nothing to do with differ- 
ences in economic systems Wherever die individual enterpriser 
attempts to increase production under the conditions specified by 
the law, he will encounter sooner or later diminishing increments 
of physical product and hence diminishing average product per 
unit of the variable agent The most powerful dictator under 
socialism or fascism is helpless to prevent die operation of this law 
He can no more keep it from functioning than he can regulate the 
ebb and flow of the tides 

The reason for the univeisal validity of the Law of Diminishing 
Productivity is found in the fact that the law rests on no assump- 
tions concerning economic msutuaons or activities of the govern- 
ment Its assumptions are puiely physical in character and aie such 
as may be realized in practice in any economic system Under the 
conditions specified in the law, diminishing productivity is en- 
countered whether land and capital are owned privately or publicly, 
whether enterprises are run by private individuals or the govern- 
ment, whether individuals in charge of enterprises are motivated by 
the desire for maximum profits or maximum losses, whether eco- 
nomic conditions in general are competitive or non-competitive, 
and whether economic decisions are made on the basis of price 
relationships oi by economic planning 

The Law of Comparative Advantage The Law of Comparative 
Advantage or Comparative Costs is an economic principle which is 
in the class with the Law of Diminishing Returns It does not 

iR H Blodgett, Piinciplei o/ Economics, revised edition New York Rinehart 
and Company, Inc, 1916, p 114 
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assume or depend upon any paiticulai set ot economic institutions 
The only condition necessary foi its opeiation is that the vaiious 
nations should diffei ivitli icspect to tlicu endowments of tlie pio- 
ductive agents, tliat is, that some nations should have productive 
agents which otlier nations lack or should have laige amounts of 
productive agents wliicli otliei nations have in small quantities If 
this condition is realized, some nations will have absolute oi com- 


parative advantages in die production of ccitain economic goods 
while othei nations will have similar advantages in other fields of 
pioduction The Law of Comparative Advantage suggests that each 
nation will maximize the quantity of commodities and services at 
Its disposal and adiieve die highest possible standard of living if it 
produces only those economic goods which are best suited to its 
paiticular endowment of pioductive factors and obtains its other 
economic goods through intei national trade 
The conclusion which is often diawn from tins pnnciplc — to 
die effect that countries will actually produce and export economic 
goods in the production of which they have die greatest com- 
parauve advantages or least comparative disadvantages, and will 
import other types of economic goods— is not univei sally valid It 
will hold true only when the auzens of a country are left free to 
follow their own interests in matters of mternauonal trade Any 
economic system, whether capitahsoc or non-capitahstic, may decide 
to disregard the Pnnciple of Comparative Advantage and produce 
at home ceitam goods whidi could be obtained more cheaply 
abroad In fact, in order to be prepaied foi war or for some odier 


leason, a nation may deem it wise to be as nearly economically self- 
sufficient as possible While no nation is likely to achieve this goal 
completely, some nations can come faiily close to it Howevei, the 
Law of Compaiative Advantage cannot be disiegaided widi im- 
punity The moie closely a nation appioaches the goal of economic 
self efficiency, the greater is the saaifice which it must make in 
the form of a standaid of living lower than that which could be 
^leved on the basis of international specialization and exchange 
This penalty must be paid under capitalism, socialism, communism, 
or fascism It can no more be avoided by a dictatorship than by a 


Pnmples of Productwn In general, economic principles in the 

wS regarded as universally valid In studying 

production, we learn that speaahzed production is more efficient 
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than non-specialized pioduction, that laige-scale production is often 
preferable to small-scale pioduction, and that roundabout or in- 
direct production (using laige quantities of capital) is moie ad 
vantageous than dnect pioduction These productive piinciples 
depend in no way on economic institutions oi foims of government 
By following tliem, we obtain largei quanuties of goods, a gieatei 
vaiiety of goods, and in many cases a better quality of goods tlian 
could otherwise be secured AVlieievei these productive results aie 
deemed desirable, the principles in question tend to be followed 
In examining the various types of economic systems, we find these 
productive principles in widespread operation Specialization by 
trades and tasks is characteristic of the economies of Soviet Russia 
and capitalist America, and was practiced m the fasast economies 
of Germany and Italy The United States has some of the laigest- 
scale pioductive units in tlie world, but other giants are found in 
Soviet Russia and Germany The leaders of some economies con- 
demn our evil private capitalists, but all economies use considerable 
quantities of capital goods in production The laige pioductive 
unit may be a corporation in one system and a goveinmental entei- 
piise in another, but the advantages of laige size aie widely lealized 
The specialized workeis may be employed by a piivate fiim in one 
economy and by the goveinment in another, but tliey specialize 
in any case 

Savmg and Capital Formation Laige quantities of capital will 
not be available foi use in pioduction unless the process of saving 
and capital foimation functions efficiently This process is funda 
mentally the same in all types of economic systems It cannot operate 
unless the available productive agents are somewhat moie tlian 
adequate to piovide a baie living foi the people of the system 
When it IS able to opeiate, it involves, in a money sense, spending 
pan of tlie money income of the economy, diiectly or indiiectly, for 
capital goods lather than foi consumers’ goods In the non-monetary 
sense, savmg and capital foimation lequire tlie allocation of a pait 
of the pioductive lesources of the nation to the turning out of 
capital goods rathei than consumeis' goods The cost of obtaining 
capital goods, which will make foi a more abundant life in tlie 
futuie, IS the same in all economic systems It is found in the neces- 
sity of going witliout at present the quantities of consumers’ goods 
and services winch could have been produced by the agents of 
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production tvhich aie actually allocated to the producuon of capital 
goods 

Of course, tliere may be great diffcienccs between economic sys- 
tems as to the mechanics of the process of saving and capital forma- 
tion In a socialistic society, die planning boaid at tlic head of tlie 
economic activities of tlic economy may dcadc tlie respective por- 
tions of the national income, winch aic to go into consumption and 
capital foimation, allocate arbitiarily existing pioductivc agents to 
these two gieat divisions of production, handle the problem of 
distributing the capital goods winch are produced among die various 
industries of the economy, and see to it that all the consumers in 
the economy, since they have sacrificed to make capital formation 
possible, share in the benefits which are lealired later in the foim 
of increased quantities of commodities and sei vices In a capitahsuc 
system, individuals and oiganizations may be left relatively free to 
save 01 not to save and to put aside any quantity of funds winch 
they consider most appiopnatc on die basis of interest rates and 
other puce and non-pnee considerations The producuon of capital 
goods IS undertaken not on the basis of goveinmcntal fiat but on 
that of orders received from films whidi have capital funds to spend 
The allocation of capital funds among the vauous indusuics may 
be left to investment banking insututions and to corporauons whicli 
have eainings to reinvest, and a laige part of the eventual benefits of 
capital formation may go to the limited group wlndi has made 
capital funds avadable However, m spite of all sudi differences, the 
basic process of saving and capital foimauon is the same in all 


economic systems 

Commercial and Investment Credit Credit involves die turning 
over to a debtor of some valuable consideration (money or goods) 
by a creditoi at a given time in return for a future equivalent to be 
furnished by the debtor The use of commeicial and investment 
,s basic to die opeiation of a capitalistic economic system but 
both of these types of aedit are also likely to be found in other types 
of economic systems The essenual principle involved m each of 
toese types of aedit depends upon modem produettve methods 
When pioduction is speaahzed, large-scale, and roundabout, it 
consumes a consideiable amount of time and must often take place 
n anucipation of demand rather than on order Undei these cLdi- 

mm expenses which 

must be met coincide in time with the receipt of payments for the 
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final products Raw materials and supplies must be purchased in 
advance of production, expenditures for labor, power, and other 
things must be made as production proceeds, and some time later 
payment is received for the finished product In the meantime, some- 
one must “wait", that is, extend commeraal credit by giving up 
money or goods at piesent in return for an equivalent value later. 

Under capitalism, it is customary for commercial banks to do the 
waiting, by extending funds with which business enteiprises can 
meet expenses during the productive process, but the existence of 
banks is not necessary to the existence of commercial credit Under 
certain conditions, a productive enterprise itself may finance its 
productive process, meeting all expenses when due and waiting for 
reimbursement until the finished product has been sold and paid 
for Again, sellers of materials and supplies might trust the enter- 
prisers in manufacturing until the final product had been com- 
pleted and sold, or the government, acting for all the pepole, might 
take charge of the necessary details of financing Regaidless of such 
differences in administrative procedure, the existence of commercial 
credit arises out of the use of modern productive methods, and it 
will be found in any economic system in which these methods 
are used 

A similar condition exists in investment credit Modern produc- 
tive metliods require usually the employment of large quantities of 
fixed capital goods The production of such durable capital items as 
machines and factories involves certain expenses which must be 
met ordinarily within a comparatively short period of time, but the 
durable capital goods themselves give off their benefits over a long 
period of time, and sometimes many years, instead of all at once 
Again, It IS clear that the costs and the resulting receipts of income 
cannot be made to coincide in time and that someone must make 
advances at the beginning of the process and wait for a long time 
for reimbursement As in the case of commercial credit, there may 
be several choices as to the identity of the persons or organizations 
who will do the actual waiting, but investment credit will exist in 
some foim or other wherever durable capital goods are used, what- 
ever the nature of the economic system and whether or not there 
are specialized banking institutions for dealing with investment 
credit 

Principles of the Theory of Value Some of the principles which 
are usually set forth under the general heading of the theory of 



ECONOMIC PRINCIPLES AND ECONOMIC SYSTEMS 9 


value may also be expected to be valid in any type of economic 
system An example is the Law of Diminishing Utility, which holds 
that the mtensiiy of a person’s destie fo] q unit of a given economic 
good vanes tnveisely with the amount of the good tohtch he (ihcody 
has tn hts possession, and diminishes piogiessively as additional 
units are acquired * This principle is clearly just die psychologiail 
counterpart of the Law of Diminishing Returns, and it lests upon 
no assumptions as to the nature of tlie economic system and its 
institutions Under any economic system, wiUi a small amount of a 
good on band, the strength of the individual’s desire for an added 
unit of the good would be relatively great, while with a large 
amount of the good already in his possession tlie desirability of an 
added unit would be relatively smsdl 
The Law of Diminishing Utility is usually presented as an aid to 
the understanding of demand m connection with die detcrminauon 
of pnces, but it would be valid even if individuals did not have 


money incomes which they could spend for die various commodmcs 
and services which they desire If the government of a non-capi- 
tahstic economic system merely issued successive shirts to the male 


citizens of the economy, it is reasonable to suppose that each con- 
sumer would value one shirt less when he had ten than when he had 
only two, if all the shirts were idenucal in kind and quality Even in 
a communistic system, in which the individual acquired goods as 
he needed them by helping himself without cliaige at a public 
storehouse, the knowledge that the storehouse contained more pairs 
of standard shoes than the atizens were likely to be able to consume 
for some time would probably cause the individual to value any one 
pair of shoes less than would be the case under conditions of more 
imited supply The Law of Diminishing Utility is only the economic 
expression of the tendency of the human oiganism to make lessened 
responses as a certain sumulus is repeated 

The Law of Demand in economies states that the quantity of an 

purchase vaues inversely 
mh the price, m a given market at a given time » Wherever indi- 
viduals have money mcomes which they may spend on the various 
goo* wh.d, d„,„. oxi.mL of an „„„»a5 
to pne iCT a good on a given day tend, to produce a laige volinne 
ol .ale. nhde ». nnu.utdl, Ingh pm. tend, n, cmatl 


ai&id, p ?18 
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of sales made In socialisiic oi fascist economies, as well as in the 
United States, bargain days and bargain puces produce large aowds 
of buyers and an increased volume of transactions Of course, in an 
economic system in wliicli individuals had no money incomes, and 
commodities and services had no prices attadied to tliem, the Law 
of Demand would be quite ii relevant, (although tire psycliological 
asumptions impliat in the Law would still apply), but such types 
of communistic economic systems exist today only in tire realm ot 
theory 

In any system m which tlie Law of Demand would be valid, we 
should expect the demands for some economic goods to be “elastic" 
while those for othei economic goods would be “inelastic " For 
much the same reasons as undei capitalism, increases in the prices 
of some goods would cause a more than piopoitionate decrease m 
the quantities which buyers were willing to take, while price de- 
creases would lead to a more than proportionate inciease m pur- 
chases The demand in such cases is said to be elastic In tlie oppo- 
site case of inelastic demand, a given increase oi deaease in price 
would lead to a less tlian propoitionate decrease or increase, re- 
spectively, in the quantity of the good which buyers would be 
willing to purchase As long as economic goods differ witli respect 
to the availability of substitutes, the pait which eacli plays in the 
budget of tlie average person, the numbei of uses to whicli each 
may be put, and dispensability, both elastic and inelastic demands 
may be expected to exist in an economy in which individuals have 
money incomes to spend for a variety of economic goods 

The principle of opportunity or alternative costs is of impoitance 
in many sections of die study of economics, as our discussion of the 
process of saving and capital formation has indicated, but the prin- 
ciple Itself IS often presented as part of the discussion of costs m 
connection with puce determination Whenever agents of produc- 
tion have alternative uses and are scarce in relation to human wants 
for the goods which drey are capable ot producing, the cost of 
getting more of one economic good in ordei to satisfy a given want 
more completely is found in die necessity ot giving up die odier 
commodities and services which could be produced by the additional 
productive agents which will go to inaease die output of the fiist 
good In fact, the opportunity cost doctiine deals with cost in the 
most fundamental sense of that teira All economic systems must 
be concerned with the problem involved in the piinciple of oppor- 
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tumty costs, even tliough some economies need haidly worry about 
costs in any othei sense 


Economic Pnnctples of Limited Validity 

We have seen tliat llie economic piinaplcs which we may expect 
to be valid for all types of economic systems are those whicli make 
no assumptions concerning the economic institutions which prevail 
in the surrounding economy Many of tliesc prinaples are laws of 
nature or of human nature before they are economic laws Eco- 
nomic principles which assume openly or tacitly the evistencc of 
the economic institutions of capitalism will be valid only under 
capitalism oi in other economies, if any, in winch institutions 
smiilar to those of capitalism exist and are allowed to operate We 
shall deal with several piinaples of tins kind in die present section. 
The Law of Long-Run Competitive Price Perhaps die pnnaple 
which the student is most likely to lemembei from his study of the 
theory of value or piice determination is the Law of Long-Run 
Compeutive Price, whicli holds that the price of an economic good 
in the long tun under competition, as determined by demand and 
supply, tends to equal cost of production per unit * Competition, as 
used in this connection, refeis to several conditions of the market 
for an economic good, including the presence of sucli a large num- 
ber of buyers and sellers that no buyer or seller can affect the 
price of the good by his actions in the market, the absence of 
agreements, combinations, and conspiracies between sellers or be- 
tween buyers with respea to prices or quantities to be bought 
and sold, the existence of reasonable knowledge and information 
among buyers and sellers, and non-interference by government in 
the process of determining prices and quantmes to be bought and 
sold It is only under these conditions that the Law of Long-Run 
Competitive Pnee is supposed to work even in a capitalistic system, 
which means that it is inapplicable in numerous situations under 
capitalism 

But the law in reality assumes more than the competitive con- 
ditions just described As the very description of condiuons of com- 
peution shows, it is assumed that productive wealth (land and 
capital) IS under private ownership and contiol, which means that 
the institution of private property exists The buyers and sellera 

*rbid, p 273 
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are assumed to be motivated economically and they try to buy cheap 
and sell dear Again, it is implied tliat business men are free to 
enter or leave a particular industry at will, and that they can pro 
duce as much or as little of a given economic good as their self- 
interest seems to indicate, which means that the institution of 
freedom of enterprise is also functioning 

It is, of course, apparent without explanation that laws of this 
sort, which are concerned with tire determination of prices, would 
be entirely irrelevant for an ideal communistic society which had 
eliminated money and prices from its economic activities and in 
which no exchanges of goods in the ordinary sense were carried on 
However, the law in question means just about as little for theoieu- 
cal socialism or socialism as actually operated in Soviet Russia 
Under socialism, productive wealth is almost entirely owned by 
soaety as a whole, as represented by government, only the govern- 
ment has freedom of enterprise in any true sense, economic motiva- 
tion IS limited to the desire to obtain high rather than low wages 
from employment with the government, and competition, as we 
have described it, would be conspicuous by its absence Under tliese 
condmons, we should look in vain for the operation of the Law of 
Long-Run Competitive Price 

At this point, an objection might be raised That is, it might still 
be thought that the Law of Long-Run Competitive Pnce would 
have some validity under socialism Will the government of social- 
ism, representing (presumably) society as a whole, be able to dis- 
regard the relationship between prices and costs of production in 
running its many industries? Will it not have to set prices for its 
various products which will at least cover the costs of producing 
them and putting them on the market? In this connection, there 
are at least two points which must be given attention sooner or 
later In the first place, it is very difficult for the government under 
socialism to know what its costs of production are Since the govern- 
ment is tlie only important demander of the productive agents m 
general and is also the only impoitant owner and supplier of land 
and capital, it seems to most economists that there is clearly no 
real market for these agents and that any puces placed on land and 
capital for the purpose of computing costs are bound to be rather 
arbitrary Since there are otliers who believe that lational costing 
and pacing under socialism are possible, even in the absence of 
genuine markets for the agents, we shall deal with this complex 
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subject in a latei chapter and be satisfied here with meicly laismg 
die question 

In the second place, even though prices and costs can be estab- 
lished in some way oi odier undo socialism, the i elation between 
them does not seem to be paiticularly binding on the govcinment 
Since the government (or its planning commission) will establish 
prices ol finished goods and costs loi die productive agents, it should 
be possible to make die price oC a good coter the cost assigned to 
Its production i£ diis result is desired But other icsults may seem 
more important The government may decide that die public 
welfare requires the inaeased production of some aiticle, whose 
price is alieady failing to cover its costs, and the lowering of its 
price In another case it may decide diat the production of anothci 
arucle should be abandoned in the public intcicst, even though 
It is selling readily at a price winch moio than covers cosu Such 
decisions would be difficult, if not impossible, foi piivate enter- 
prisers to reach undei capitalism, for, with puces and cosU deter- 
mined by the market, the relation bettveen them is irapoitant to 
these enteipnsers The puce cost relationship means nc\t to nothing 
to a socialized government or planning boaid, which is die only 
important enterpriser and determines both prices and costs luclf, 
for It can always make these two variables equal if it wishes 
In fact. It is not even necessary for die govcinment under social- 


isra to cover cost over die operation of the economy as a whole, 
unless It wants to One of the most useful things to learn in the 
study of comparative economic systems is the fact Uiat considera- 
tions of money profit and loss mean nothing piactically to an eco- 
nomic system as a whole or to the government wlndi operates sudi 
a system Money profit and loss are individualistic concepts If an 
individual enterpriser under capitalism makes a money piofit, he 
gams, because his relative command over the real income of soaety 
JS increased Similarly, if he sustains a money loss, his relative 
command over the real income of soaety is decreased But a nation 
as a whole can never enjoy more than its total real income, whether 
tot income was pioduced witli a money profit oi with a money loss 

om^w^r ^ econ- 

omy which will increase lU total real income by one iota nor will a 

I""-" ‘tail 

The opeiation of the whole economy at a money loss will then 
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have no serious implications It will mean, in effect, that the gov- 
ernment has paid out moie foi costs of production (wages funda- 
mentally) than It has leceivcd from tlie sale of all sorts of com 
modities and services This might he serious if the money income 
receivers of the economy were free to bid up the prices of the goods 
offeied on the market, but this privilege is denied by the fact of 
puce control by tlie government The net effect is merely to give 
workers moie money than they can find a way to spend on com- 
modities and services For reasons which have been suggested, the 
government would have no incentive to operate the whole economy 
at a profit under socialism In fact, it would be a ratliei difficult 
feat to do so, since it would require that tlie sum total of com- 
modities and services be sold to consumers for more money than 
the total paid out by tlie government to the people as pioducers 
Thus, the government under socialism, though a great monopolist 
in a sense, would have little or no incentive or ability to follow 
the economist’s Law of Monopoly Price, which suggests that the 
monopolist conducts his business in such a way that he makes the 
greatest possible total net (money) profit 

The Principle of Output Determination Anothei principle of 
price determination which would not be valid in all types of 
economic systems states tliat the individual enteipiise, under any 
condition of the market, will carry output in the intermediate 
period to the point wheie marginal cost and maiginal revenue 
aie equal To carry output farther would mean to produce some 
units of product which would add more to the firm’s outgo than 
to Its income, while to stop short of the designated output would 
mean a failure to produce some units of product whicli would add 
more to the firm’s income than to its costs Clearly, tlien, the best 
finanaal result will be obtained by produang tlie output at which 
marginal cost and marginal revenue are equal 
This principle, however, while it does not assume the existence 
of competitive conditions m tlie market, does assume that enter- 
prises are pnvately owned and operated and that the enterpriser 
desires to obtain maximum piofit or minimum loss from the 
operation of his business In other words, the principle implicitly 
assumes the existence of private property in the means of pi educ- 
tion, freedom of enterprise, and economic motivation There is no 
reason to think that the production of any commodity will neces- 
sarily stop at the output suggested in any economic system in which 
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these institutions of capitalism do not CMst or in which thej are 
rendeied ineffective by constant goicinmcntal imerlcicnce and 
control c\cn tliough tliey may be nominally picscnt 
Undei socialism, foi cvample, t\ith piiccs and costs lathci arbi- 
Uaiy to start with, with cnteipiiscs onned and opciatcd by the 
government, and witli the manageis of entci puses desning to fulfill 
the economic plan for physical \oliimc of pioduction laihci than to 
make money profits or avoid losses, die output of an enterprise may 
exceed or fall short of that whidi would be sought by an enter piisc 
under capitalism The governmental planning board may decide 
that the economy should supply all its own needs for a paiticular 
aiticle and mciely ordei the manageis, who arc diicct servants of 
the state, of the cnterpiises pioducing the good, to caiiy pioduction 
to the desiied point Oi, deciding that othci amcles are lempoiarily 
more important to the economy as a whole, the planneis may decicc 
that the enteiprises m a given indusuy should opetate at a very 
lotv rate or not at all in spite of the fact that the enteiprises have 
large faalities for producUon and their pioduct is greatly desired 
by the people 

The ProdiutwUy Pt maple of Income Dtsinbuthn In die field 
of the distribution of income, one of die best-known economic 


principles is that which holds that, in the long lun undci com- 
petitive conditions, the rate at which any agent of production is 
remunerated is determined by demand and supply conditions so 
that It tends to equal the marginal productivity of the agent In this 
connection, marginal productivity is the money value of the mar- 
ginal pioduct, or the amount of product which would be lost if any 
one of the many like units of the productive agent in question were 
tvithdrawn from production There is no doubt that this principle 
of income distribution is valid undei the assumed conditions, but 
the conditions whicli are assumed aie really so numerous and 
unlikely to be realized under actual conditions of the market that 
thwe IS some question as to the practical significance of the prin- 
ciple even under capitalism In order for the principle to opeiate 
e people who demand and supply each pioductive agent must 
Je v^ numerous, each demander and supplier of the agent must 
oe independent of every other such person and must enter into no 
^ements or conspiracies which limit the market, there must be 
easonable intelligence and information on both sides of the mar 
1... *= ol pMtov, be b,„bde b«Tel' 
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occupations and, if possible, between places, the government must 
not interefere with die determination of rates of remuneiation for 
the agent by the forces of demand and supply, and the enterprisers 
who demand the productive agent must sell their own finished 
products under conditions of competition These assumptions are 
made openly In addition, the principle under discussion tacitly 
assumes that the productive agents are piivately owned and con- 
trolled so that they may be turned over to any enterprisers on the 
basis of the rates of remuneration offered, that the enterprisers who 
demand the productive agents are quite free to use them to produce 
for the market whatever commodities and services may have greatest 
exchange values, and that the people who demand tlie productive 
agents and tliose who supply them are for the most pait economi- 
cally motivated and desirous of pecuniary gain In other words, 
the principle assumes the existence of such capitalistic institutions 
as private property, freedom of enterprise, and economic motivation. 

If a purely communistic soaety, which holds that each individual 
should pioduce according to his ability and receive real income 
accoiding to his needs, could actually opeiate, it is clear that the 
principle of income distribution which emphasizes marginal pro- 
ductivity would have no significance Much tlie same conclusion 
must be reached in connection with a more moderate socialistic 
economy With land, capital, and the direction of economic activ- 
ities in public hands, interest, rent, and profits would accrue to the 
community as a whole and not to particular piivate individuals. 
Money wages for workers would be paid (and are paid in Soviet 
Russia) but It IS very doubtful that they would be paid on a suict 
basis of productivity In the first place, it would be veiy difficult 
to determine the value of the products of labor The government, 
acting for society as a whole, would own and supply land and 
capital. It would be the only impoitant demander of all the pioduc- 
tive agents including labor, and it would be the only important 
supplier of finished goods on the market The prices of finished 
goods would presumably be determined by some planning agency 
and not by the action of innumeiable buyers and sellers on the 
market Thus, while the products of laboi would certainly have 
prices, these prices might be far from those which would actually 
pievail m a relatively free market for the same finished goods The 
question of whether a socialisuc economy, in the absence of a free 
market, could nevertheless achieve prices for finished goods and 
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costs for productive agents similar to those whicli would c\ist m a 
flee market is an inteiesting point in theory and one wlucli will be 
discussed in Chapter 5 For the present, it is only necessary to point 
out that a socialistic economy might be unwilling to use sudi puces 
and costs, even if they could be adueved in some manner or othei 
In the matter of wages, this means tliat the economy might be 
unwilling to tolerate the degree of inequality in the distribution of 
money income that would result from tlie payment of wages on 
a strict basis of productivity Wages are both a rewiiid for some- 
thmg that has been accomplished and an incentive to get some- 
thing done, and the emphasis might be on die latter aspect in a 
soaalistic economy That is, differences in wages might be set up 
largely for the purpose of inducing the labor supply to distribute 
itsdf among the vaiious occupaUons and industnes in a manner 
appropriate to the production of the kinds and quantities of com- 
modiues and services which the leaders or planners of the economy 
deemed socially desirable With marginal pioductmty as inde- 
terminate as It might well be under socialism, the wage differentials 
necessary to effect the desiied distribution of the labor supply 
might differ somewhat from those whicli would prevail on a pure 
productivity basis 

Under fascism, it might be thought diat conditions would be 
favorable for the operation of the principles of price determination 
and income distribution which we have just been discussing, for 
the economic insututions of fascism are at least nominally the same 
as those of capitalism However, these capitalistic institutions are 
allowed to operate under fascism only to the extent that the eco- 
nomic interests of individuals are presumed to be in harmony with 
those of the state or nation In all other cases, fascism stands for 
governmental interference and regulation to insure that the goals 
® the nation, rather than those of pnvate individuals, will be 
attieved Under such conditions we must be very skeptical as to 
he validity of economic pnnaples that depend for their opera- 
on upon the full-fledged existence of the economic institutions of 
capitalism A great degree of governmental mterference in laige 
sectors of the economy will make it impossible ordinarily for the 
economic principles in question to operate satisfactorily m other 
parts of the economy 

The Quantity Theory of Money The Quantity Them y of Money 
considered by some writers as an economic principle which is 
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valid in any kind of economic system Though u is stated in vaiious 
ways. It says, in general, diat the puce level vanes directly with 
the quantity of money and aedit in circulation, lE the veloaty oE 
circulation of money and credit and the volume of tiade lemain 
unchanged That is, if velocity of arculation is constant, an increase 
m the quantity of money and credit in relation to tlie volume of 
trade will bung about a use in die general puce level, and vice 
versa 

This pimciple apparendy deals only widi bioad economic forces 
such as will exist m any economic system and makes very few, if 
any, assumptions concerning economic institutions Actually, how- 
ever, the piinciple seems to require at least die assumption that tlio 
people who come into the possession of the increased quantities of 
money and credit will be fiee to use diem to bid up the prices of 
things m geneial In any economic system in which die goveinment 
rigidly controls die puces of all commodities and services, eithei by 
regulation from outside or by being the direct controller of eco- 
nomic agents and processes, die individuals of the system may he 
unable to use any increased amounts of money income whicli they 
receive so as to bid up the pnces of commodities and services In 
such a situation, as we have seen, the increased quantities of money 
may merely he idle in the pockets or homes of individuals and 
there may be nothing for which the money can be spent 

Even here, however, one could argue that money which cannot 
be spent foi anything is not really m circulation or diat the 
velocity of circulation of money in general is bound to be reduced 
by the presence of laige quantities of idle funds, so that conditions 
specified by the principle aie not piesent It may also be argued 
that, in a socialistic oi fascist economy in which prices are iigidly 
controlled, the goveinment is likely to bring about a rise in the 
controlled pnee level if it has seen fit to permit increased money 
incomes to find their way into the possession of die citirens In. 
some cases, however, this might not be tiue At any rate, theie aie 
economic systems in operation in which considerable increases in 
the quantity of money and aedit in the hands of the citizens do 
not always (and certainly do not automatically) bring about m 
creases in the general price level 

Conclusions The discussion of the present chapter has indicated 
that the major principles of economics must be given a lathtr 
clean bill of health with icspect to their validity and applicability 
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under various kinds of economic s)'stcms Most sucli principles, 
being based on bioad physical economic conditions, aie not con- 
cerned with diffeienccs in systems, but a fciv pimciples, especially 
in the fields of value and disuibution, depend diiectly upon the 
existence of a consideiable lange of capitalistic institutions foi 
their validity and cannot claim mudi, if any, significance in situa- 
tions m which tliese institutions are absent On tlie whole, it is 
deal tliat we should have little to talk about in connection with 
economic systems, if the vaiious systems weie as neaily alike in othei 
respects as they are in the matter of tlie economic piinciples which 
are valid in each system 

The present chapter has also suggested some of the lespccts in 
which we may expect economic systems to differ Economic insti- 
tuuons are by no means the same in all economic systems, and 
governments differ both in oiganizauon and with respect to the 
part which they play in the economic life of the systems As a 
result of differences in government and economic institutions, even 
economic systems which are apparently seeking the same final goals 
differ with respect to the orgamzauon of economic life, and fuithei 
differences of these kinds may be expected between systems which 
do not agree asjto the economic goals whidi are appropriate In the 
next chapter, we turn to a comparison of the vaiious economic 
systems on the basis of their economic institutions 


ftDESnONS 

1 "Some economic laws or principles are valid in all types of economic 
systems while others are valid only in particular systems ” Explain the 
difference between these U\o general classes of economic laws, and 
give examples of each type 

2 ampare the Law of Diminishing Returns with the Law of Long- 

Run Competitive Price with regard to the matter of validity m all 
types of economic systems ' 

3 Discuss the relauve importance of economic prmaples and economic 
institutions m the study of differences between economic systems 

If all economic systems were as nearly alike m other respects as they 
»e inth regard to the matter of the economic principles which are 
valid withm these systems, there would be Uttle point m studying 
economic systems ” Discuss ^ ^ ® 

^ D^inishing Returns w-ould be important m a socialistic 

economy but the Principle of Output Determmauon Luld be 2 
no significance” Do you agree? ExpLn ^ 
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6 "Producers in any economic system would have to pay attention to 
the Law of Demand and to the elastiaty of demand ” Discuss 

7 "Opportunity or alternative costs have the same significance in all 
economic systems, but the importance of money costs of production 
vanes widely from one economic system to another*’ Explain 

8 "The process of saving and capital formation is fundamentally the 
same in all types of economic systems ” Show whether you agree 

9 Why are both commercial and investment credit likely to be found 
in all types of economic systems? 

10 "In a socialistic economy, the money pnces of economic goods in 
general, if not those of particular economic goods, would have to be 
high enough to cover money costs of production” Do you agree? 
Explain 

11 "In all economic systems, the owners of productive agents will tend 
to receive income on the basis of the marginal productivity of these 
agents” Discuss 

12 Will the general pnce level in all economic systems tend to vary 
directly with the quantity of money and credit in circulation? 



CHAPTER 2 


ECONOMIC INSTITUTIONS 


While most of the economic principles which apply to capitalistic 
economic systems are valid m other types of systems as well, the 
economic institutions of capitalism either do not exist or are not 
allowed to operate freely in other systems For our pm poses, we 
may accept the dictionary definiuon of an institution as a practice, 
custom, or convention which is a material and persistent element 
in the life or culture of an organized group It may or may not be 
consciously approved by society and organized and maintained 
through prescribed rules and agenaes Economic institutions, then, 
are habitual ways of reacting, in certain economic situations and 
with respect to certain economic phenomena, some of which rest 
on a basis of custom and tradmon while others are formally 
recognized through legislative enactment 
The Fundamental Significance of Institutiom. DiSerences in eco- 
nomic institutions are so important ui connection with economic 
systems that definitions of these systems are usually stated in terms 
of institutions A capitalistic system is defined in terms of private 
property, the profit motive, freedom of enterpnse, the market 
mechanism, and competition, or some combination of these factors 
while another economic system, such as socialism, is defined in 
erms of the modifications which it would make in some or all of 
hese institutions For example, it has been said that "A capitalist 
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Again, we are told that "By tins word capitalism we mean an 
economic system under which the fields, factoiies, and mines are 
owned by individuals and groups of individuals These means of 
production, as they aie called, aie woiked by those who do not own 
them foi the piofit of those who do Under capitalism, it is piofit- 
making, not love, that makes the world go round For it is the ex- 
pectation of profit which induces those who own the above means of 
production to peimit them to be used ” - Finally, "The method of a 
capitalist society is the system of production for profit and exchange 
upon the market, modified by monopolistic combinations of capi- 
talists, by trade-unions, and by such occasional and iriegular in- 
trusions of deliberate social intervention as taiiffs, maiketing boards, 
railway-rate legulation, factory acts, social insurance, etc”* 

On the other hand, “A socialized industry is one in which the 
mateiial instiuments of pioduction aie owned by a public authoiity 
or voluntaiy association and operated, not with a view to piofit by 
sale to othei people, but for the direct service of tliose whom the 
authoiity or association lepiesents A socialized system is one the 
main part of whose resouices aie engaged in socialized industiies ” * 
Such a system involves the elimination of piivate profit-making, tlie 
public or collective owneiship of the means of production, and 
cential economic planning foi the common good (in some loose 
sense) Again "Socialism, as I understand it, means four closely 
connected things — a human fellowship which denies and expels 
distinctions of class, a social system in which no one is so much 
richei or pooler than his neighbors as to be unable to mix with 
them on equal teims, the common owneiship and use of all the 
vital instiuments of pioduction, and an obligation on all citizens 
to seive one another according to tlieir capacities in piomotmg the 
common well-being " * Finally, "Socialism is an economic organiza- 
tion of society in which the material means of pioduction are 
owned by the whole community and operated by oigans lepresenta- 
tive of and responsible to the community accoidmg to a general 
economic plan, all membeis of the community being entitled to 

2 John Stnehey, How Soctabsm TT'ojfcj New York Modern Age Books, Inc, 
1939, p 16 Rcpiinted by permission ot the author 

8 From Econotmes of Soaahsrn by H D Dickinson, Clarendon Press, Oxford, 
p 3 Reprinted by pci mission of the piiblishcis 

■* A C Pigou, Soctaltsm x'etsus Capitalism, p 3 

8 G D H Cole, The Simple Case for Socialism London Victor Golhncz, Ltd , 
1935, p 7 Rcpiinted b) pciinissioii of the publishcis 
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benefit from the icsults of sucli soaalitcd planned pioduciion on 
the basis ot equal lights ’’ ® 

In similai fashion, we could define oi dcsrnbc communistic and 
fascist economic systems in terms of tlie insiiluiions ivliidi they 
have 01 in teims of the i\a)s in uhicli the) would modify the funda- 
mental institutions of capitalism Houevei, we shall lease the 
nature of these systems to be undcistood lioni the dcsctiptinn of 
their institutions latci in this chaptei and shall tuin now to an 
analysis of the economic institutions of capitalism In doing so, uc 
shall limit ouisches to a lelativcly small niimbci of iiistituiioiis 
which seem leally fundamental to tlie opciation of a capitalistic 
economy 


Economic Institutions of Calntalism 

Pi wate Pi Opel ty The institution of pi n ate property is so basic to 
capitalism dial few definitions of that type of economic system ate 
ever constructed without some icfercncc to tins institution Piivatc 
property is really a gtoup oi bundle of rights extended to the in- 
dividual by society as a whole dirough a great vaiieiy of legal 
sanctions Under its operation, the individual is entitled to use and 
control the economic goods which he acquties, to exclude other 
people from using them, and to deade usually how they shall be 
disposed of after his death It is likely to include freedom of con- 
tract, or the right to bind oneself or one’s possessions to die fulfill- 
ment of certain future conditions, and contiacts freely made by 
competent and presumably equal persons arc enforceable at law 
The individual may abuse, as well as use, his wealth if liis activities 
wU not interfeie with the equal lights of other persons These 
various rights included undci pni-ate pioperty were not all ac- 
quired at once Indeed, many wntcis look back to an ancient time 
when the institution did not exist and trace its beginnino- to the 
development of an economic surplus above die bare needs'" of sub- 
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people regarded private property as of natural origin, a natural 
right of man, which must necessarily exist This idea still exists 
today to some extent, and especially among persons who own large 
quantities of wealtli, but there is little to support it The absence 
of private propeity in a state of nature and under piimitive con- 
ditions suggests tliat the insutution is definitely a creation of man 
in society The explanation of private property as natural reveals 
meiely a tendency on the part of many people to cliaiacterize what- 
ever now exists and has long existed as natuial The labor tlieory 
of property was another early explanation of the institution Man 
was supposed to have property lights in various objects of wealth 
because his labor had been lesponsible for the creation oi pro- 
duction of these objects As Adam Smith put it, “The property 
which every man has in his own labor [was] the original 
foundation of all other pioperty” This tlieory undoubtedly had 
some validity under the relatively simple conditions of the early 
days of modem capitalism when men had gj^oduced actually much 
of the wealth which they owned However, it could be pointed out 
always that men had not produced the soil and other natural 
resources to which the institution of private property applied, and 
today, when people own so many things which cannot possibly be 
interpieted either directly or indirectly as the products of their 
laboi, the theory has comparatively little standing 
In more modem times, private property came to be explained 
and justified on the basis of the social welfaie theory According to 
this theory, piivate pioperty lights are granted by society as a whole 
to Its individual members because it is assumed that all the mem- 
bers of society will be living under better conditions if each is 
granted these paiticular rights This assumption was made because 
private property furnished an incentive to economic activity and to 
the accumulation of capital and other durable objects of wealth 
If individuals weie not protected in the use, control, and disposal of 
the economic goods which they acquired, the othei institutions of 
capitalism, such as freedom of entcrpiise and economic motivation, 
would mean very little, and die capitalisuc economy would be 
backward and unprogressive for lack of capital That is, m the 
absence of piivate pioperty, economic activity would be directed 
toward the acquisition of articles for immediate consumption or of 
goods whose laige value and small bulk would permit them to be 
moved quickly and easily if some stronger person threatened to 
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appropriate them Thus, it was held, a capitalistic society can be 
progressive and can accumulate maximum quantities of wcaltli 
(espeaally capital) only under tlte institution of piivatc piopeity 
This theoiy with legard to pnvate property seemed lathci valid 
in the early days of modem capitalism when the outstanding eco- 
nomic fact was the inability of tlic productive pioccsscs of the 
system to furnish enough commodities and sci vices foi the consump- 
tion of the people and when, consequently, tlie inci cased pioduction 
of commodities and sendees could be seen to be closely i elated to 
inaeased human welfare However, as tlic pioductive opciations of 
capitalism have inaeased in scope and efficiency, the pioblcm of 
the distribution of the possessions of society among its individual 
members has increased in relative importance while that of seeming 
further increases in production has declined Today, when the 
wealth of our capitalisuc system is concentrated to an amanng 
extent in the hands of a relatively small number of peisons while 
millions of others own almost no wealtli, the beneficent influence 
of pnvate pioperty on the social welfare is sometimes called into 
question We should also remember that human beings have some 
wants (sometimes called "non-economic" wants), sucli as tlic desire 
for security, health, or self-expression, winch aie not always readily 
expressed in the marhet place Such wants ai e not always more 
completely satisfied by the increasing production of marketable 
commodities and services, and in some cases they may be actually 
more pressing and less completely satisfied as pioduction expands 
toward the maximum In other words, economic welfare in the 
limited sense is not the only kind of welfare, and tlie social-welfaie 
theory of private property is under suspicion even if private piop- 
erty does have the eSect of making for the increased production of 
commodmes and services and the accumulation of capital At 
present, the theory of social welfare in connection with private 
property is becoming, at the most, one of social expediency, which 
suggests that, taking the bad effects with die good, the institution 
ot pnvate property is moie expedient than any odier alteinative 
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upon Its individual membeis, these lights can be modified and 
limited by social action In piactice, even under capitalism, property 
rights are olten lestiicted seveiely by the action of laiger or smallei 
social groups or governmental units To take one example, 

In the case of a city lot the otvner is restricted by a vast array of 
codes regarding the use of the area He must place the front wall of the 
building on a "building line," the structure must be smaller than a 
certain maximum in size and larger than a certain minimum in cost, he 
cannot mine coal from beneath the surface or keep chickens or cattle 
upon It, he must provide access to official appraisers who periodically 
determine the value of the land and buildings for tax purposes, and he 
must contribute regularly in taxes to the cost of protecting his possession, 
maintaining access to it (streets and highways), bringing water to and 
draining sewage from it, and providing regular inspection to see that all 
requirements imposed by the group aie met ’’ 

Restiictions which diffei from the above only in scope and com- 
plexity apply to many otlier articles of wealth which individuals 
hold under the institution of private property Moreover, if the 
citizens of a capitalistic system decide that inequality in the dis- 
tribution of income m becoming too great, they may, thiough their 
elected lepresentatives, limit the lights of individuals to use and 
enjoy their money incomes by means of a progiessive tax applicable 
to these incomes Similarly, if it appears that the inheiitance of 
wealth oi of claims on wealth is tending to produce an undesiiable 
degiee of concentiation of owneiship in the hands of a lelatively 
small number of individuals, diis part of the institution of piivate 
property may be modified, through inheiitance taxation or other- 
wise, or even eliminated However, except for such restiictions and 
modifications, a capitalistic economic system endeavors wholeheart- 
edly to protect the possessions of the individual from encroachment 
by goveinmental units or by otlier individuals For this reason, die 
hmitations and modifications of private propeity through gioup 
action must be considered meiely as exceptions to the pi evading 
rule in the capitalistic system 

Public and Corporate Pioperty We must not suppose that, be- 
cause the institution of private piopeity operates in a capitalistic 
system, all wealdi is owned and conti oiled by piivate individuals as 
such There is actually a great deal of public property within most 
capitalistic systems Where public pioperty exists, the exclusive 

IRA Dixon, Economic Institutions and Cultural Change New York The 
McGran-HiU Book Company, Inc, 1941, p 53 
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conuol of wealth is exercised by a laiger oi smaliei gioup of 
individuals thiough some governmental unit or othci, and the 
individuals within tlie group which die governmental unit lepic- 
sents oidinaiily have equal lights to use the wctilth in question 
Sueets and loads, sidewalks and stieet lamps, paiks and public 
buildings are examples to which the concept of public piopeity 
applies Moieovei, actual pioductivc plants or indusuies ni.iy be 
owned sometimes and operated by various goveinmental units, as 
representatives of die body of auzens, even undet capitalism 
A great deal of die wealth of a capitalistic economy, sucli as die 
United States, is not owned direcdy eidier by private individuals or 
by public bodies, but radiei by corpoiations Corpoiate piopeity 
IS disuncdy a hybrid type Shaies of corporate stock aie, of couise, 
owned by private individuals, but these shares aie claims only 
against the general wealth of the coiporation and not against spe- 
afic objects of wealth, and the part owned by one individual 
cannot be separated from the paits owned by odier individuals 
The ownership of corporate shaies by numerous individuals makes 


corporate property resemble public or gioup property, in so far as 
the mere fact of ownership is concerned Howevei, the contiol of 
corporate wealth by particulai individuals makes corpoiate prop- 
erty resemble private property to some extent, except tliat the 
individuals who actually control coiporate wealth are able to man , 
age and direct the wealth which belongs to otlier individuals (bond- 
holders or non-controlhng shareholders) as well as their own 
It IS estimated tliat corporations control something like 60 to 
65 pel cent of the total volume of business in the United States 
^d own about 80 per cent of all business wealth In 1946, loOO 
large corporations owned about 55 per cent of the total assets of all 
corporations in manufacturing, and the 200 largest owned 44 oer 
of the total - An estimate of seveial years ago suggested Uiat 
n y per cent of our 200 largest corporations were controlled by 

or more of the stock of die 
companies Again, a survey of some 4000 companies m 1925 dis- 
covered that the directors and officers of the companies owned only 
10 7 per cent of the common stock and 6 8 per cent*of the pieferied 
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stock ” These statistics suggest the importance of corporations as 
owners of productive wealth in the United States and the extent to 
whicli corporations are controlled by relatively small numbers of 
individuals who do not own large portions of the businesses which 
tliey control 

In this situation, tlie ordinary stockholders of corporations are in 
the nature of absentee owners, who may buy and sell their shares 
witliout affecting the actual operauon of the business They do not 
directly own the underlying corpoiate wealth, have little control 
over It, and have almost no responsibility to the general public for 
the way in which it is operated Their investments have high or low 
values as the result of the activities of other individuals who aie 
largely beyond their control On the other hand, the actual man- 
agers of corporate wealth are employed on a salary basis, but often 
leceive laige bonuses or shares in the profits Not infrequently, they 
have been able to secure additional gains by taking advantage ot 
inside information, by manipulating the securities of tlieir com- 
panies, and by getting then companies to make purcliases fiom 
other corporations in which the managers were financially inter- 
ested Thus, in the modern corporation we have, in many cases, 
both die maximum separation of ownership from control and the 
divorce of private rights flora responsibilities to the public It is 
not surprising that many of the worst abuses of wealth have 
occurred within the domain of coiporaie property 
Freedom of Enterprise. Freedom of enterprise is anodier basic 
institution of a capitalistic economic system It refers to die general 
right, whicli each individual has, to engage in any line of economic 
activity whidi appears desirable to him He is not compelled, as 
many people were in moie anaent times, to follow sucli economic 
activities as seemed desirable to the lord of the manor, or some 
other superior economic being, and he does not have to become a 
grocer or furniture manufacturer because his father is established in 
the one or the odier of these types of enterprise As far as the gov- 
ernment IS concerned, the individual is free to move to any part ot 
the country, select any occupation which pleases him as his own, and 
found and operate a business unit m virtually any field of economic 
activity By comparing maiket indicators known as puces and costs, 
he IS supposedly able to select a field of activity which promises to be 

loTedcral Trade Commission, National Wealth and Income Washington 
Go\ernmcnt Printing OHice, 1926. p 159 
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remunerauve, tlie institution of piivate pioperty lurnishes the social 
sanctions necessary for the use and conttol of the pioductive agents 
necessary to his business, once he has chosen it on the basis of fiee- 
dom of enterprise, and freedom of contract and the puce system 
affoid an oppoitunity to secure funds and gather together the 
required productive agents Thus, tlie various institutions of capi- 
talism, witii competition as a sort of overall governor and leguJator, 
are supposed to work togetliei foi die successful carrying on of the 
processes of production and exchange 
The institution of freedom of enterprise is not so old as some 
capitalistic institutions, sudi as private property, and no one at- 
tempts to justify It on the basis of laboi or natural rights The 


theory which is ordinal ily used to explain and justify tlie existence 
of freedom of entei prise is quite simply one of social welfare. That 
IS, the individual, in choosing the field of economic activity in which 
he will be most productive and useful to himself from the point of 
vieiv of private profit, will also be selecting tlie field, it is assumed, 
in which he will be most producuve and useful from the point of 
view of group welfare The theory does not assume any high degree 
of altruism or desire for social service on tlie part of the individual 
Indeed, he may be peifectly selfish and may dioose bis field of 
activity purely on the basis of the prospect of getting the greatest 
possible income for himself, but the result of his activities will be 
usually the greatest possible contribution which he can make to the 
production, income, and welfare of society as a whole 
Resinettons on Freedom of Enterprise The social-welfaie theory 
m connection with freedom of entei prise, like the similar theory in 
support of private property, assumes that social welfare will be 
maximized if we can induce each mdividual to pioduce commod- 
ities or services which will have tlie greatest possible value on the 
market Th« assumption, as we shall see later, is by no means 
always jusnfied Quite apart from this objection, however, capital- 
istic soaeties have never been willmg to extend complete freedom 

been lecog. 

mzed that the individual, in selecting the field of activity which 
IhS profitable for himself, might well dioose soLthmg 

i^ich would be, dearly and by common consent, anti-social In 
such cases, governmental units under capitalism have not hesitated 
to step in with prohibitions or restrictions 
Thus, individuals are forbidden outright to steal, commit burg- 
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lary, organize murder for profit, operate houses of prostitution, or 
peddle drugs In some cases, as under the prohibition of the manu- 
facture and sale of alcoholic beverages, they are foi bidden to carry 
on activities which weie formeily regarded as quite legitimate 
Patent and copyright laws are intended to keep people from mis- 
appiopiiating the writings, musical compositions, or inventions of 
otheis and selling them for their own piofit In other cases, restric- 
uons on entry into certain types of business are substituted foi out- 
right prohibitions People are not allowed to function as doctors, 
lawyers, or certified public accountants unless tliey have completed 
extensive courses of training to prepare them for the woik and have 
been able to demonstiate their ability to carry on tlie occupations 
by passing rigorous examinations People who wish to operate such 
establishments as taveins, hotels, and baiber shops are frequently 
required to take out licenses and pay considerable license fees In 
some such cases, the license and fee may be intended to limit the 
number of such entei puses which will operate within a certain area, 
and they are usually intended to insure that the operators will meet 
ceitam minimum conditions or requirements which aie imposed in 
the interests of the public 

Even aftei setting up a pioductive enterprise in a certain field, the 
individual may find himself subject to a host of additional regula- 
tions which indicate what he should or should not do in canying 
on his business However, these latter legulations, as exemplified 
in the fields of banking, transportation, public utilities, and even 
agiicultuie, are not leally restiictions on fieedom of entei pi ise so 
long as they only legulate going concerns in the various industries 
and do not restiict freedom of entry into the industries, though 
they may often have both efiects In any case, we should note tliat 
the lestiictions on fieedom of entci prise ordinal ily apply to all 
pel sons who wish to entei tlie fields of activity in question and 
aie not intended to give some persons differential advantages otei 
oiheis Even with all the restrictions, the individual is much more 
flee than he would be in a svstem in which his choice of activity 
vould be conti oiled by such matters as lace, religion, or social class 
The lestnctions on freedom of entcrpiise under capitalism are 
merely exceptions to the lule, and not the rule itself They aie 
departures from tlie norm 

Freedom of Enterprise and Modem Capitalism In a well-de 
veloped capitalistic system, the institution of fieedom of enterprise 
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does not mean as mucli as ii did manj years ago It merely gives 
the individual freedom tiom certain types of icstraint in founding 
an entcrpiisc oi clioosing an occupation It docs not guaiantcc him 
tlte economic ability to do tvhat he nislics in these mattcis Modem 
pioductivc technology often indicates the desnabihty, fiom the 
point of view of inaeasmg cfficienq’ and minnni/ing money costs, 
of using laige-scale pioducine units in mdustiy Ihc modem coi- 
poration, with its great ability to laise capital funds, furnishes a 
vehicle tor die achicscmcnt of such large scale units Undci these 
conditions, many industries aic opetated by a compaiativcly few 
large-scale and well established films The indtsidual just starting 
out in economic life may be pcifcctly ficc, as far as legal and polit- 
ical restraints go, to enter automobile piodiiction or steel manu- 
facture and set up a nesv concern in competition sviUi those alicady 
present in these indusuics At die same time n may be economtcidly 
impossible lor him to start an entet prise which will be able to 
compete effectnely uith die industrial giants nou operating in dicse 
Gelds In many industries die modem corpoiation has done much 
to change the significance, xf not die nature, of the nglit of ficcdom 
of enteipnsc for the individual, though m odicr fields of produc- 
tion it is still feasible economically foi the individual to start a new 
enterprise 


Thus, for many persons and in many industiics, ficcdom of cniei* 
prise means economically only the light to choose an occupation 
rather than dial of establishing an enterprise And even in choosing 
an occupation, there are economic limitations in the midst of legal 
freedom, for the individual must furnish his own equipment He 
may be lestncted in his choice by his own lack of native ability, 
his inability to obtain the necessary naming, oi Ins lack of dcsuable 
social and business connections Both m founding an cmerpuse 
and m selecting an occupation, freedom of enterpnse is not the 
same thing as equality of opportunity 

Economic MoUvatwn Economic motivation is a thud important 
mstitution of capitalistic systems Economic motivation dilTers from 
tfte othei institutions which wc have discussed inasmuch as it refers 
merely to a customary oi habitual way of reacting in vaiioiis eco- 
omic situations and is not surrounded, as is, for example, puvate 

pecuniaiy gam in tiieir economic actmues That is. 
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individuals attempt to follow tlieii economic self-inteiest and tiy 
to get as many economic goods as possible for themselves, or for 
persons closely associated with themselves, witliout-much regaid for 
the effect of then actions on other people The desire for economic 
gain IS supposed to make people work haider and longer than any 
other motive which could be substituted for it 
The existence of economic motivation for people under capital 
ism should not be taken to mean tliat eveiy individual m the 
system is completely absoibed in effoits to obtain tlie laigest possi 
ble quantities of economic goods for himself witli a minimum of 
disutility or effort The famous “economic man,” who not only 
seeks but succeeds in obtaining maximum income at minimum cost, 
is a figment of the imagination Many other factors besides a mere 
selfish desne foi pecuniary gain influence individuals even under 
capitalism They seek to acquire powei, they desire prestige and tlie 
admiration and respect of their paiticular social group oi of people 
in geneial, and they are driven by the pleasuie or satisfaction which 
they find in their woik itself, by the desne to serve society as a 
whole, and by family affections To be suie, many people, who are 
motivated by such factors as the desire for piestige or power, pursue 
pecuniary gain as relentlessly as if it weie the final goal of tlieir 
activities rather than just a means to an end In other cases, indi- 
viduals may give up opportunities foi large incomes m order to 
remain in occupations which they find pleasant oi satisfying, may 
reject better paying positions in distant localities in order to remain 
in familiar places near the otlier members of tlieir families, or may 
satisfy a desire for social service and secuiity by remaining m 
governmental positions at comparatively modest salaries when tliey 
might obtain greater pecuniary rewards in private business How- 
evei, we should note tliat some ivriteis legaid all tliese other factors 
as part of economic motivation latlier than as outside factors whicli 
lead to exceptions from the general principle 
Economic Motivation and the Profit Motive Economic motivation 
IS frequently confused with what is called the profit motive The 
two things are closely i elated, for the profit motive is a part of 
economic motivation, but the terms should not be used interchange- 
ably The desire for "profits,” as such, is limited in its influence to 
individuals who are in a position to make profits as a distinctive 
type of economic leturn, that is, to individuals who are business 
enterprisers and assume ultimate responsibility for the conduct of 
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business entei puses Economic motivation, howevci, could continue 
to function even in an economic system in which tlic goieinmcnt 
owned and opeiated all industries, and opportunities tor piivatc 
profit weie entiiely eliminated That is, consideiablc diffeiences in 
wages could pievail between occupations and special piues could be 
given foi unusual accomplishments, and the atwens as woikcrs 
could suive mightily to qualify for the better paying occupations 
and for the speaal rewaids Economic motivation as a whole is 
deaily much broader than the piofit motive 
The Souice of Economic Motivation The question of tlie souice 
of economic motivation, as a capitalistic institution, has led to a 
great deal of contioveisy Even persons who c.in see that sucli 
institutions as private property and freedom of enteipiise aie not 
of natural origin are likely to believe tliat economic motivation has 
Its source in human nature Accordii^ to this point of view, human 
beings are naturally selfish and acquisitive and will put forth great 
efforts in economic activity only when theie aie piospects of eco- 
nomic gam as a result Capitalistic systems which stiess acquisitix'e- 
ness as a human characteristic have developed because of the pics- 
mce of this attribute in human nature and such systems arc more 
likely to be efficient, productive, and progressive tlian any other sys- 
tems because they are well adapted to man’s natural tendencies If 
economic motivation, or acquisiUveness, is a fundamental pait of 
human nature, it presumably cannot be changed by alteung the 
economic, social, and political system, and non capitalistic systems, 
which attempt to eliminate or play down economic rewaids as a 
source of motivation for the individual citizens, are to tliat extent 
doomed from the outset 


Since so many economic institutions can hardly be consider 
to be of natural origin, many people are suspicious of this explai 
tion of the source of economic motivation They believe it 
human beings behave acquisitively under capitalism because tl 
system stresses acquisitiveness and bestows its greatest rewards ' 
those individuals who behave in this way In the presence 
dangerous enemies, the members of an animal species which eni 
2T.1. protective coloration are more likely to survi 

iinilarly, a^uisitiveness is an attribute necessary foi the succe 
If not for the surs-ival, of individuals in a capitalistic system 
acquisitiveness is largely an acquired chararteristic under clpitalr 
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and IS not deeply rooted in human nature, it may be possible for 
non-capitahstic economic systems to induce people to work haid, 
aspiie to difficult and responsible positions, and pioduce inventions, 
even though large differential economic rewaids aie not offeied for 
those activities In other words, otliei souices of motivation could 
be used to leplace tlie economic or pecuniary With people accus 
tomed to behaving acquisitively under capitalism, sucli a change 
could not be made overnight, but it could be brought about even 
tually accoidmg to this point of view We cannot pursue tlus 
controveisy furdier at present, but it will come up again in later 
sections of our study 

In so far as economic activities are earned on by coiporations 
under modern capitalism, tlie economic character of motivation is 
clear Private individuals, whetlier or not they are corporate stock- 
holders, may be motivated m part by many otlier considerations 
besides the desire for economic gam, but most corporations, as 
aitificial persons or impersonal beings, pursue piofits with great if 
not utter abandon In their nevei-ending search for economic gam, 
tliey approvimate, as closely as anything can in modern life, the 
classical concept of the “economic man ” 

Whatever tlie origin of economic motivation may be, its existence 
as a capitalistic institution is most often justified in terms of social 
welfare The desire for economic gain is supposed to make indi- 
viduals behave economically and to induce them to make the scaice 
agents of production go as fai as possible in the inci easing of pro 
duction, the satisfaction of human wants, and, according to this 
point of view, the enhancement of the social welfare The indi- 
vidual, though motivated only by a selfish desire foi gain, is led to 
accomplish an end which was no part of his intention — the con- 
ferring of a benefit on society as a whole He seeks to increase his 
pioductiveness only in ordei to obtain a laige personal income, 
but the result is the placing of tlie greatest possible quantity of 
goods at tlie disposal of society as a whole 

It is obvious that there are many cases even undei modern capi- 
talism in which this unanimity of private and social interests actu 
ally exists In other cases, individuals may seek to maximi/e pi ivate 
gains by forming monopolies and resti icting production, by adultet- 
jting foods and other products, by producing and selling noxious 
patent medicines and drugs, or by employing then woikcis for long 
houis, at low uages, and under miserable working conditions When 
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the desire foi private gam leads individuals to actnitics which aic 
anti-soaal, soaety as a whole, ihiough us goscuimcnt, may not 
hesitate to step m with ratiictions and piohibitions even undci 
capitalism Sudi lestnctions and piolubuions oidinauly affect ficc- 
dom of enterprise and tlic lights of puvatc piopcity dncctly, but 
indirectly they curb tlie ability of the indmdual to follow liis desiie 
for economic gam 

The Price System Guen the institutions of private piopcrty, 
fieedom of enterpiisc. and economic motivation, induidunls undei 
capitalism aie supposed to make most types of economic decisions 
on tlic basis of prices, price relationships, and pi ice changes The 
price system is such an important institution of capitalism, and 
attempts to modify us opciaiion oi eliminate it entirely iindci other 
systems present such interesting piobleras tliat we shall leave the full 
discussion of it to later diapteis on the making of economic de- 
cisions under capitalism and othei systems Foi the picsciu, we shall 
merely point out tiiat decisions as to tlic kinds and quanitues of 
economic goods to be pioduced, as to the allocation and disuibuuon 
of cMsung supplies of land, labor, and capital among the vaiious 
industries and enterpiises of tlic system, and as to the pans of the 
national money income winch should be devoted to cut rent con- 


sumpuon on the one hand, and to saving, investment, and capital 
formation on the other, aie supposed to be made primal ily on the 
basis of price relationships undei capitalism, while puce movements 
are supposed to adjust the quantities of economic goods which 
buyers are willing to purdiase to the quantities of these goods iiliich 
are available toi the market Such a widespiead dependence upon 
prices implies that a capitalistic economic system must be a money 
economy, and in all probability a credit economy as well 
Competition The attempts of individuals lo fuither their eco- 
nomic self-interest, under the protection of the institutions of 
piivate property and fieedom of enterpnse and with tlie guidance 
fuimshed by the price system, result in competition, which is 
another basic institution of a capitalistic economy Like economic 
motivation, competition is a way of reacting m economic situations 
It is a complex pattern of human behavior Competition, in the 
stria sense of the term, exists m tlie market foi a given economic 

SlirH conditions aie 

fulfilled In the first place, there must be a large numbei of both 

buyers and sellers m the market The number of buyers and seUers 



36 


COMPARATIVE ECONOMIC SYSTEMS 


IS considered large i£ any one buyer or seller is substantially power- 
less to affect the pi ice of the good or pioductive factor by his activ- 
ities This means that the demand for the product of any one sellei 
or for any one supplier’s stock of a productive factor is perfectly 
elastic, that is, he can offer moie ot less of his pioduct or factor 
without affecting the price per unit which he receives On the other 
side of the market, the supply of the pioduct or productive factor 
IS perfectly elastic to any one demander so that he may increase or 
deaease his purchases of the good or factor witliout affecting tlie 
price per unit which he must pay In the second place, the indi- 
vidual sellers and buyers must be independent There must be no 
conspiracies or agreements among buyers or among sellers witli 
regard to production, sales, purchases, or prices Both sellers and 
buyers are supposed to be reasonably intelligent, and reasonably 
well informed concerning market conditions affecting the economic 
good or productive factor Factors of production are supposed to be 
mobile as between industiies and occupations and, where possible, 
between places Finally, the puces of economic goods and produc- 
tive factors are supposed to be determined by the joint acuon of 
the forces of demand and supply widiout governmental mterfeience 
Clearly, competition in the economic sense is not a natural thing 
It IS a soaal pattern pioduced by tlie operation of the vaiious 
supporting capitalistic institutions Its justification, like that of 
other capitalistic institutions, is found in the notion that it con- 
tributes to the social welfare When tlie industries and markets of 
an economy are organized competitively, certain supposedly desu- 
able results are forthcoming First, competition is supposed to bring 
effiaency in tlie opeiation of industry and business by granting 
economic success to those enterprises which are efficiently operated 
and by relentlessly eliminating those which are inefficiently and 
wastefully operated Thus, each enterprise which would survive 
must make use of the best machines and productive methods avail- 
able and eliminate waste at all points in its organization, while the 
removal of inefficient producers from the market tends to leave 
productive factors in the hands of tliose enterprisers who can use 
the factors most effectively Again, competition is supposed to lead 
to innovation and teclinological progress Better pioductive metliods 
or machines which increase efficiency and lower cost, or new qual- 
ities 01 superior peiformance of an economic good which enable it 
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to satisfy a human want moic etfecuvdy than the products of other 
enterprisers, give certain enteipiiseis a gieatly prized diffeiential 
advantage over others with respect to income But such differential 
advantages are wiped out soonei or later m a competitive industiy 
and tlie continuing result is a tendency foi consumers to be able to 
obtain better and bettei products at lower and lowei puces 
Finally, competition is said to be a regulator of economic activity, 
a means wheieby the productive efforts of numerous individual 
enterprisers are correlated with the desues of consume! s as expressed 
on the market througli prices Success m competition depends on 
the ability to give consumers the right amount, quality, and kinds 
of goods Enterprisers who supply goods whidi are not suited to 
consumers’ desiies, which are of unsatisfactory quality, or which 
cost more tlian the similar products of other enterpiisers, tend to 
fall by the wayside If the total output of an economic good is 
small relative to tlie effective demand on the market, the existence 
of a profitable price will furnish the stimulus for a competitive 
indusuy to expand production, and, if necessary, plant facilmes 
On the other hand, if competiuve producers turn out a total output 
which IS large lelative to effective demand on tlie market, unprofit- 
able opeiation will tend to force some competitors from the industry 
and bring about a more suitable adjustment of output to effective 
demand The compeUtion of other buyeis keeps the individual 
buyei fiom obtaining economic goods at prices as low as he would 
like, while the competition of other selleis makes it impossible for 
tlie individual seller to cliarge as high a price as he would like to 
get for an economic good Thus, competition is supposed to work 
in conjunction with the otlier capiulistic instituuons to achieve 
tlie maximum pioduction at minimum cost of piecisely those goods 
whidi consumeis most desiie, in so far as the relative strength of 
consumers’ desires is accurately indicated by the prices which pre- 
vail foi vaiious economic goods on the maiket And under capi- 
talism these lesults are often taken to mean the achievement of 
social welfare 

Critics of capitalism are geneially unwillmg to accept this ac- 
count of the meats and advantages of competition, for they believe 
Uiat, as It operates in practice, competition produces seveial waste- 
tul results and tendencies Competitive producers wish to be able to 
landle not only their usual volume of business but also any cus- 
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tomcrs they may be able to maneuver away from their competitors, 
and the result, horn tlie point of view of the economy as a whole, is 
idle productive capaaly and duphcauon of pioductive facilities in 
many industries The desire to obtain a diffeiential advantage over 
other producers leads enterpusers under competition to produce 
a wasteful and excessive numbei of styles, shapes, sires, and colors 
of economic goods Much of our large volume of competitive ad 
vertising is considered by these oitics to be totally useless from a 
social point of vietv, and the competitive exploitation of natural 
resouices is notoriously wasteful and inefficient We shall have 
occasion to investigate these claims in detail in Chaptei 22 
Modifications of Competition Whatever the merits and demerits 
of competition may be, the fact is that many of the industries and 
maikets of an advanced capitalistic system, sudi as tlie United 
States, are not organized on the basis of competition, in the suict 
sense in which we have defined the term The governments of 
capitalistic economies place many restiictions and limitations on 
economic activity, and inteifeiences with competition are the result 
Consumers aie not left to depend entnely on the tender mercies of 
competition to furnish them with foods and drugs of acceptable 
purity and quality, for theie are laws which piovide certain sund- 
ards in these matters Again, laws whicli provide minimum wages 
and maximum hours for woikers in many industries may seiiously 
alter the results which the oidinary operation of the labor maiket 
would produce In some cases, goveinments may actually piohibit 
the operation of competition in ceitam fields of economic dctivity> 
as, for example, when a governmental unit grants to a public utility 
enterpiise the exclusive right to sell a certain commodity or service 
in a given market area Governmental activities which interfere wifli 
competition usually modify the lights involved m freedom of enter- 
prise and private piopeity as well, so we see that governmental 
prohibitions and lestrictions ordinal ily affect the opeiation of sev- 
eral institutions at once instead of affecting just a single institution 
Even when the government does not intervene in economic activ- 
ities, one or more of ±e other market conditions necessaiy to com 
petition in the strict sense may not be present The piocesses of 
production in manufacturing are usually so highly technical that 
consumers of the products have no chance to be well informed 
concerning the quality of the goods which they buy In choosing 
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among the many brands or varieties of goods which are available 
for tlie satisfaction of a certain gcneial want, consume! s are often 
forced to select one vaiieiy or anotlier at landom, oi rely upon the 
advertising claims whicli manufacturcis make m "puffing" their 
wares In similar fashion, the woikcrs in a labor maiket may be very 
pooily informed conceining the larious oppoitumties whicli are 
available for then employment, and they may be unable to move 
from one occupation to anoihei, oi fiom one place to anothei, even 
if they know that jobs are open that aie supenor to tliose which 
they already hold 


Many capitalistic industries are owned and operated by a rela- 
tively few large firms, instead of the many small firms which strict 
competitive conditions lequire In some cases, a single large firm 
will control all or a laige part of the productive capaaty of an 
industry, or a few large firms will act in close harmony to acliievc 
monopolistic control Even when the few large films in an industry 
enter into no foimal agreement or combination, they usually cannot 
be as independent of each otlier as competitive conditions would 


necessitate In addition to cases of ouuight monopoly and quasi- 
monopoly, many industries operate undei condiUons of monopo- 
lisuc competition The firms in these industries turn out products 
of the same general family or type, but not identical goods They 
"differentiate" their products on the basis of mechanical featuies 
and gadgets, brands, packages, and other devices, and attempt to 
convince customers of the superionty of their particular products 
through extensive advertising and salesmanship Although it can- 
not be said that the firms undei monopolistic competition do not 
compete with each othei at all, there is veiy seldom anything resem- 
bhng price competition between them, foi a price cut by one 
producer ivould usually be matched quickly by similai , eductions 
on the pan of other producers, and no one would gam by attempt- 

tor all brands that are on the same general level of quality 

js conditions m American industries 

mpon W ^ recent 

report one company in eacli field contiols all or nearlv all nf 

molybdenum, magnenum, 

I>ro».r!;S rTm 6»«. 

y all of the domestic telephone service . and 
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operates all of the sleeping and parlor cars " In other cases, as in 
the domestic telegiaph seivice, the impoitation of bananas, tlie 
production of plate glass, tlie production of glass bulbs, glass tubing, 
and rod for electric lamps, the pioduction of electric accounting 
machines, tlie manufacture of railroad air brakes, the production of 
compiessed oxygen and acetylene, and sulphur production, "paus" 
of firms control all or nearly all of the supply of certain economic 
goods 

Non-competitive conditions exist frequently also in industries in 
which no single firm or pair of firms controls all or almost all of the 
output Of the 1807 products studied from among those included 
in the Census of Manufactures for 1937, there were 291 in which 
the most important single firm controlled between 50 and 75 per 
cent of the total supply In the case of 37 pioducts, four firms 
accounted for the entire supply, in 164 cases, four firms turned out 
over 90 per cent of die supply, and in 328 odiei cases the part 
produced by the four leading firms was not revealed (m ordei to 
prevent the identification of individual firms) There were 670 prod 
ucts in which the four leading firms produced 75 per cent or more 
of the supply, or m which information on this point had to be 
withheld The general conclusion was that from two-fifths to one 
half of the goods studied were produced m fields in which four 
concerns controlled 75 per cent or more of the supply Non-com 
petitive conditions often result from price leadership, price agree 
ments, basing-point systems, patent pools, market sharing, interlock- 
ing directorates or financial interests, and trade association activities 

Though comparatively few of our American industiies operate 
under strict competitive conditions, we should not jump to the con 
elusion that our economy is not competitive at all Monopolistic 
competitors in an industry compete with each other for customers 
on the basis of quality and product differentiation They compete 
for customers with the enterprisere of otlier industries which pro 
duce otlier families of products intended for the satisfaction of die 
same general want on the part of consumers, as, for example, the 
monopolistic competitors in the manufacture of electric refrigeiators 
compete with the manufacturers of the old-style ice refrigerators 

11 Temporary Natioml Economic Committee, Monograph No 21, Competition 
and Monopoly in American Industry Washington Goiernment Printing Office, 
1940, p 69 
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Tliey compete with enteipiiscrs in completely umeUted industries 
for die limited incomes of consumers in geneial Monopolistic 
competitors in any industry compete with eacli odici, and with 
enteipiisers m all othei indusuies, for supplies of the scarce agents 
of production The firms in any given industry compete on the 
basis of tedinology That is, tliey continually try to develop im- 
proved machines and mediods of production which will bodi lowei 
dieir own costs of pioduction and rendei obsolete the machines and 
methods of competitors Even monopolists, who do not have to face 
competition within their own industiies, must compete witii enter- 
prisers in other industries for the limited money incomes of con- 
sumers and foi supplies of die scaice agents of production Finally, 
some of our industiies operate under conditions which approximate 
compeution in die suictest sense of the term Thus, a modem 
capitalistic economic system is said to be competitive m the sense 
that It IS more nearly competitive than anything else Just as the 
existence of economic mouvation in a capitalistic economy does 
not mean diat all individuals are always and completely motivated 
by the desire for economic gam, so the existence of competition m 
the same system does not require the existence of perfect competi- 
tion m all fields of economic activity 

Capitalistic Institutions in Wartime A period of great emergency, 
such as that brought about by partiQpauon m a major war, may 
result in serious modifications of the economic institutions of capi- 
talism on at least a temporary basis Dunng World War U, for 
example, the federal government of the United States controlled 
producUon to a great extent, increasing production sharply m some 
fields, retarding or even eliminating it in others, permitting or en- 
couraging the entrance of new firms in some industries, and ex- 
cluding them from others The government controlled the allocation 
of capital funds, maclunery and equipment, materials, and even 
labor, among the industries and businesses of the country Wages, 
rents, interest rates, and profits were controlled, as were the prices 
of a multitude of finished commodities and services Imports and 
exports were closely regulated, the allocation of many finished com- 
modities among consumers was subjected to rationing on the basis 
of physical quanuties, and heavy wartime taxes severely modified 
the distribution of the national income, with some important effects 
upon inrentives As a result, our tradiUonally capuahstic system 
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came to resemble, in many economic respects, the fascist systems 
against which we weie stiuggling 

Economic Institutions undei Socialism 

Pitvate Pi Opel ty Undei ideal socialism, so its pioponents say, the 
lights of piivaie piopeity would be limited to consumption goods, 
since pioductive wealth (land and capital) would in general be 
owned by society as a whole However, some socialists say tliat the 
social owneiship of the means of production would be limited to the 
land and capital used in “laige-scale pioduction” That is, aggre 
gallons of land and capital which were so laige as to require the 
use of hired laboi in their opeiation would have to be socially 
owned, but small amounts of land and capital, which could be 
operated in pioduction by the ownei (and perhaps othei membeis 
of his family) and which would not involve einployei-employee lela* 
tionships, wage slaveiy, and exploitation, could perhaps be safely 
left in the hands of pi ivate oivners Sometimes it is even contended 
that certain industiies, which opeiate faiily satislactoiily undei pii 
vate ownership and which are not well suited to goveimnental 
owneiship and operation, might well be left in the hands of indi- 
vidual ownei s oi coopeiative groups These modifications would 
appaiently permit pi ivate individuals to own and opeiate small 
faims, stoies and repair shops, and shops for handiciaft production 
even undei socialism, and it is possible tliat certain fields of eco 
nomic activity, such as agriculture and retail meichandising, might 
be carried on entirely by private owners or cooperatives Howevei, 
the general conclusion is that the gieat bulk of land and capital 
would be owned by society as a whole undei socialism 

In the socialistic economy of Soviet Russia, the mateiial means 
of production are owned almost completely by society as a whole 
Even by the end of the Second Five-Year Plan (1937), some 987 
pel cent of the land and capital of the system had been bi ought 
into socialized or collecuve owneiship « The land of the country 
was nationalized as of February, 1918, and is completely owned by 
society as a whole, while practically all capital goods in manufactur- 
ing, and the heavy capital goods in othei fields of activity, aie 
similaily owned The numcious collective oi coopeiatne faims of 

T rim msky. Toward an Undetstanding of the USSR New York Tlie 
MncnnUin Compinj, 1939, p 173 
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the system own farm buildings, diaft animals and other livestock, 
some macliineiy, and stocks of seed, and have the light of “perpetual 
use” of their land, diough tractois, combines, and other types of 
heavy agiicultuial madimay are owned by the state and are fur- 
nished to the collective farms on a kind of lental basis. The fairly 
numeious marketing cooperatives and pioducers cooperatives in 
handicraft pioduction own certain limited quantities of capital 
goods, and very small amounts of capital aie in the hands of indi- 
vidual peasant faimeis and handicraft pioduceis 
Freedom of Enterprise. Undo ideal socialism, the people as a 
whole, through various units of government, would opeiate, as well 
as own, the productive wealth of the country This does not mean 
that the cential government of the system would own and operate 
all industiies, foi many types of pioduction might be allocated to 
other governmental units, but it does mean that freedom of cniei- 
prise would exist only for governmental units as reprcsentatiies of 
the people as a whole With laie exceptions, private individuals 
could not be business enterprisers or receive profits as piivate in- 
come On the other hand, tile individual woikers of the system 
would continue to enjoy considerable freedom of occupational 
choice undei socialism 

This desenpuon is substantially applicable to the socialistic econ- 
omy of Soviet Russia Most important types of economic activity aie 
operated, as well as owned, by the federal, republic, disuict, oi 
local governments However, just before the outbreak of Woild 
War II, the roughly 250,000 collective or cooperative farms cul- 
tivated over 90 per cent of the land which was in use, and included 
some 18 8 million peasant households, or 93 5 per cent of the total 
There were also a little over a million small independent peasant 
farms In 1947, after various new areas had been added to the ter- 
ritory of Soviet Russia, there were said to be 220,000 collective faims, 
and several million individual peasant farms A few million per- 
sons are members of various coopeiative entei prises m handicraft 
and service production, and many thousands of consumer coopera- 
tive organizations opeiate retail stores and are served by cooperative 
wholesaling organizations In addition, there are numeious but rela- 
tively unimportant piivate enterprises in handiciaft production, 

15 Ibtd , p 800 

igr? Postwar Economy Syncuse Syracuse University 
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and service trades Howevei, the private and coopeiativc enterprises 
in Soviet Russia do not really enjoy [lecdom of enteiprise in the 
capitalistic sense, for their activities are covered by the economic 
plans of the country and their operation is quite rigidly controlled 
by means of prices, ta^es, interest lates, rentals, and other factois 
which are diiectly under governmental jurisdiction Freedom of 
enterprise really exists only for society as a whole, though Russian 
workers ordinal ily have a laige degiee of fieedom in choosing their 
occupations 

Economic Motivation An ideal socialistic economy would rely 
on economic motivation to some extent, but die significance of this 
institution would be much less than under capitalism The profit 
motive itself would be virtually eliminated, since private individuals 
in geneial would not be allowed to own and operate enterprises for 
private gam Since productive wealth would be owned veiy largely 
by governmental units, as representatives of the people, individuals 
would not be motivated by a desire to accumulate land and capital 
m order to leceive rent or interest as private income Most indi- 
viduals would work for some governmental unit or other and would 
receive only wages as income This is where economic motivation 
comes in, for most socialists would permit moderate diffeientials in 
wages as between different industries and occupations, tliough there 
are a few socialists who hold out for a stiictly equal distribution of 
income By moderate differentials in wages, socialists presumably 
mean that the highest wage paid to anyone would be not moie than 
10 to 15 times the lowest wage paid to anyone Such differenuals 
are large in comparison with pel feet equality, but are very modest 
in comparison with the differences in individual incomes which pre- 
vail under capitalism With the private ownership of wealtli limited 
to consumers’ goods and with inheritance severely restricted, if 
permitted at all, inequalities in tlie distribution of wealth should 
be very small under socialism as compared with capitalism 
Though economic motivation would be retained to some extent 
under socialism, sucli a society would attempt to emphasize other 
types of motivation Altruism would replace the desire for economic 
gam to a considerable extent Individuals would be supposed to 
work for the good of society as a whole, for piestige (or the esteem 
and admiration of then fellow men), or to obtain positions of powei 
in the economic system Under capitalism, prestige and power are 
often sought indirectly through obtaining a large income and ac- 
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cumulating wealth, but undei socialism they would be separated 
ratliei thoioughly hom die seeking of economic gam Public honois 
would be available for unusual accomplishments in pioduction, and 
secuiity against unemployment, old age, and othei economic misfor- 
tunes might serve as a spm to productive effort Underlying every- 
thing else, of course, would be the public power of compulsion, 
with penalties for unsatisfactory effoits and results on the pait of 
individuals, and die ultimate requirement that eveiy able person 
must work if he wishes to eat 

Since It will be necessary to deal widi the question of incentives 
in Soviet Russia m detailed fashion later m our discussion, we pio- 
pose to limit the piesent treatment severely and mciely indicate that 
the Soviet Russian economy lives up to the socialistic model in a 
general way While the profit motive as such is almost completely 
eliminated m Soviet Russia, economic motivation is relied upon to a 
consideiable extent and there are fair-sized differentials m money 
wages In 1938, for example, maximum differentials m money wages 
were fixed by law m certain industries In industry and transpoita- 
uon the lowest rate of pay was set at 110 rubles per month and the 
highest rate at 2000 rubles per month These rates of wages pio- 
duced a differential of a little ovei 18 to 1 from top to bottom Of 
course, it is possible that the lowest paid workers m othei fields re- 
ceived less than 110 rubles per month and there were probably othei 
positions m the economy which paid moie Uian 2000 rubles per 
month During the wai and posovar per.od, in the face of the neces- 
sity of giving all classes of workeis maximum incentives to inciease 
production, there was some broadening of differentials in wages and 
salaries Besides money wages, the individuals of the Russian system 
leceive part of their real income fiom the government in the foim 
of direct giants of commodities and services, and these giants may 
increase, decrease, or meiely maintain die differentials whidi exist 
on the basis of money wages, according to the manner in whicli 
they are distributed among the workers with different levels of 
money income 


The Soviet Russian economy also lelies to some extent on other 
motives, such as altruism, enthusiasm for socialism and economic 
planning, and soaahst competition, or the efforts of the workers of 
various socialized enterprises to outdo each otlier in the matter of 

Sble ^ considerable range of public honors is 

liable for conspicuous achievements m production, and some of 
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these honois cairy ceitain economic rewards witli them as well 
Some economic positions afloid much moie prestige and power than 
otheis, and security against unemployment, old age, and other 
economic ills is given Many penalties are also provided for workers 
whose attitudes, efforts, or lesults aie particulaily unsatisfactory and 
the public power of compulsion can be used as a last resort to get 
the woikers to function in the manner and places desired by the 
planneis 

The Price System Accoiding to most socialists, the ideal soaalistic 
system would letain money and tlie price system, but it would not 
lely on puce movements and price relationships in making im 
poitant economic decisions to nearly so great an extent as does a 
capitalistic economy Deasions as to the kinds and quantities of 
goods to be produced, as to the allocation of land and capital among 
the various entei prises and indusuies, and as to the lelative propoi 
tions of the national leal income which should take the foim of 
capital goods and consumers’ goods, lespectively, would be made by 
some governmental agency or othei on the basis of economic plan- 
ning lather than on the basis of price indicators On the othei hand, 
puce relationships might be lelied upon for the most part to effect 
the distribution of workers among industries and occupations and 
to bring the maiket demands and supplies of various economic 
goods into balance Thus, the pi ice system would be replaced to a 
great extent by the institution of economic planning as the prime 
mover of the economic system This is, as we shall see, substantially 
the situation which exists in the socialistic economy of Soviet Russia 
Competition A great reduction in the importance of competition 
in economic life is one of the featuies of an ideal socialistic system 
Individual workeis would presumably compete to get into the better 
paying and moie pleasant occupations of the system, and consumeis 
would compete foi the available limited supplies of various con- 
sumeis’ goods and services since the socialistic intention is to give 
consumeis consideiable fieedom of choice in spending their money 
incomes, but that is all In other respects, the governing influence 
of competition would be replaced by the dictates of economic plan- 
ning This IS the situation which exists in Soviet Russia if we add 
to the types of competition just mentioned the "soaalist competi- 
tion” to which we referred in another connection and some unau- 
thorized competition of enterprises and industries to secure supplies 
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of materials, fixed capital goods, ot laboi A socialistic economy is 
m geneial intended to be a single great coopeiatnc entcipuse 


Economic Institutions undei Pattial SociaUsm 
in Biilatn 

Since the Laboi Paity took oici the leins of govcinmcnt m July, 
1945, Great Britain has been moving in the diieciion of “paiiial 
socialiration” of hei economic system Thiough the fust hall ol 
1949, seven important industries (coal, banking, telecommunica 
tions, civil aviation, inland tianspoit, electiicity and gas and coke) 
had been nationalized and brought under public ownership and 
operation and the nationalization of one othei (steel piodiiction) 
seemed imminent Howevei, the objective of the Laboi Govcinmcnt 
IS said not to be complete socialization, for it is said that, when all 
proposed nationalization measures have been earned out, about 20 
pel cent of industiy will be publicly owned and opeiated, while 80 
per cent will be left to private ownership and free enterprise 
The nationalization piocess has an obvious impact on die in- 
stitution of private piopaty, die extent to wliicli Biitons enjoy 
freedom of enterprise, the pervasiveness of competition in the 
economy, and the operation of die price system Actually, however, 
governmental contiol over the economic life of die count! y and the 
modification of capitalistic institutions have gone fonvaid much 
more rapidly than the baie nauonalization piogram itself would 
suggest Rationing by physical quantities applies to a certain 
number of scarce commodities Almost all prices are stiictly con- 
trolled Rents ate being kept at prewai levels and the government's 
housing program emphasizes low rentals made possible by subsidies 
Imports and exports aie almost completely under license, and 
foreign exchange is controlled Enterprisers face many limitations 
on what they can pioduce Many industties not directly involved in 
the nationalization program are subjected to strict governmental 
contiol tlirough almost countless regulations 

InefBcient managers in manufactui ing and agriculture can be dis- 
placed and government nominees substituted The goveinment can 
see to It that supplies and matenals are made available to certain 
industries and are withheld from others It can divert both public 

w British Informition Services, Labor and Industry tn Bntatn, September 
October 1947, p I62 ' • i 
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and private investments into government appioved channels and 
prevent tliem fiom going into otheis It can freeze workeis in jobs 
considered essential and direct them to move from certain jobs to 
others It has the power to conuol rates of pay, hours, and working 
conditions It can order goods to be evported to ceitain maikets and 
to be withheld from otheis In geneial, the government has the 
power to do any tiling to insure that tire whole resources of the 
community are available for use and are used in a mannei best cal- 
culated to serve tire interests of tire community In this situation it 
IS clear that there is little left of the ordinal y family of capitalistic 
institutions Some people claim, to be suie, that die lather complete 
governmental control of die British economy is a pioduct of the 
postwai economic emergency rather than of the advent of paitial 
soaalism, but it remains to be seen whether any partly socialized 
economy can peimit the operation of capitalistic institutions to any 
significant extent in the non-soaalized sector of the economy 

Economic Institutions under Communism 

If we sought to understand the diffeiences between socialism and 
communism by examining the platfoims of the Socialist and Com- 
munist Parties in die United States, we might reach the conclusion 
that these differences are not veiy striking and significant However, 
there are important differences between socialism and communism 
as ideal theoretical systems In the first place, communism would go 
furdiei than socialism in modifying the capitalistic institution of 
piivate property Undei communism, consumers’ goods as well as 
land and capital would be owned by society as a whole Of couise, 
various consumeis’ goods, such as groceries, clothes, and tootli 
brushes, must be allowed to pass into private possession in ordei 
that consurapuon may take place, but the basic title even to such 
dungs would remain vested in the entire social gioup Fieedom of 
enterprise, as a right of individuals, would be completely eliminated 
undei communism Individuals would piesumably lemain free to 
choose then own occupations, but diese choices would be made 
entnely on some other basis than the desiie to leceive a large money 
or leal income That is, in an ideal communistic system, economic 
motivation would be entirely eliminated Eacli individual would 
clioose that occupation in which he could be most useful to society 
as a whole, would produce to the best of his ability and would 
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receive real income according to his needs, presumably by helping 
himself to the various economic goods whidi would exist in plenti- 
ful quantities in public storehouses While the distiibution of in- 
come according to needs would not result in a piecisely equal 
distribution of real income among persons, unless we assume that all 
persons have equal needs, economic inequality between peisons 
would be almost completely eliminated under communism and any 
differences in income which existed would not be based 'on pro- 
ducuveness or choice of occupation 
With wage differentials abandoned as a means of distributing 
laboi among industries and occupations, and with exchanges of 
commodities and services, in the ordinal y market sense, eliminated, 
It would seem that a communistic system would have no use for a 
system of money and prices Thus, it is commonly said that these 
things would be abandoned under full communism and that all 
important economic decisions would be made on some other basis 
han price movements and relationships If there were no differential 
wages for which workers could compete, and if all consumers’ goods 
and services were so plentiful that each person could have all he 
needed, then clearly the last vestiges of competition as a capitalistic 
institution would be removed under ideal communism Complete 
social cooperation would be the ordei of the day Fiom this brief 
discussion, we can see tliat the institutions of Soviet Russia are 
socialistic in character rather tlian communistic, even though Russia 
IS widely known as a communisUc system and its operation as an 
economic system is well-nigh completely in the control of the so- 
called Communist Party 

Economic Institutions of Fascism 

The fascist economies, as typified by Germany and Italy, held that 
the goal of their system was found in the ends and objectives of the 
state, or of the nation as an entity separate from the numerous in- 
dividuals who compose it at any parUcular time Economic policies 
wete followed or abandoned not for their own sake oi because ol 
their effect on individual welfare but according to whether they ap- 
peared to be consistent or inconsistent with the general goal of the 
system Such a system did not need to make any change in the 
nominal character of economic institutions as such It needed 
meicly, by imen-ention and resUiction, to contiol tlie operation oi 
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these institutions so that their effect would be to fuithei the aims of 
the system. 

Thus, the diffeiences between capitalism and fascism did not he 
m the basic institutions of the systems, foi these institutions weie 
nominally the same in both systems Under fascism, we saw no such 
complete concentration of productive wealth in public hands as is 
presupposed by a system of socialism or communism The various 
governmental units undei fascism did own and operate some indus- 
tries, but the great bulk of pioductive wealth was left in piivate 
hands However, tlie private owneis of pioductive wealth weie not 
supposed to think that they had any sacred property rights, for 
they held their wealth only on the suffeiance of the “leader,” Herr 
Hitler or Signor Mussolini The uses which could be made of pro 
ductive wealth were closely controlled, and private wealth was even 
expiopriated on occasion Tlius, when the goveinment or party 
found Itself short of funds, examiners could be sent to go over the 
books of private concerns foi many yeais past, and fines of millions 
of maiks or lire might be levied for any false entries oi mistakes m 
bookkeeping however trivial and insignificant There were no laws 
or courts capable of preventing such arbitrary governmental actions, 
or of interfering with the capital levies which were placed on land 
owners or enterpiisers on oUiei occasions 

On paper, the fascist systems made much of such tilings as individ 
ual initiative, economic motivation, and freedom of enterprise as 
devices for securing the efficient opeiation of their economies 
Unless and until he was interfered with, the individual was free to 
be a business enierpiiser, pioduce any commodity or service which 
he liked in any quantity which seemed most appropiiate, hue and 
file labor, secure supplies of otlier pioductive agents on as good 
teims as he could get, make as mudi money as he coul&, and spend 
or save his income as he desired Under these conditions, it seemed 
that the operation of the economic system would be highly com 
petitive in character, and private business men appeared to be able 
to make their vaiious economic decisions on the basis of price 
movements and lelationships 

Actually, inteifeience with the private operation of business and 
industiy existed to an almost unbelievable extent under fascism 
The government could and did restiict, or even prohibit altogetlier, 
the entry of individuals into certain industries and businesses The 
government at times controlled tlie prices at which commodities 
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and sei vices could sell oi at wliidi laboi oi othei pioducuve lactois 
could be obtained, it legulated the maiketing of economic goods, it 
set up pioduction quotas oi hours of opeiation foi plants and entei- 
prises, It lationed law mateiials and supplies, it compelled employ- 
ers to lure and file woikeis along paity lines witliout legaid foi 
ability, and it conti oiled die use of ioieign exchange, die impoita- 
tion of materials and supplies, and the expoitation of finished 
goods 


Under these conditions, business aiteipiises could seek piofits but, 
if profits weie made, the goveinraent decided whethei they could 
be paid out to the owneis of the businesses and to what extent, 
and It could requiie the enteipiiscs to invest then caimngs in the 
secunties of new plants that wae being set up foi pin poses of 
economic self-sufficiency, or in govcinment bonds DilTuentials in 
wages existed between the various occupations and mdustiies and 
the workers sometimes had considerable fieedom m then choice of 


occupations, but as time wore on theie appealed a tendency to 
freeze the ivoikers in their jobs and to mold the class stiuctuie of 
society into iigid and semi-permanent castes oi gioups In any case, 
in view of the great levies whicli fasast goveinments made against 
the wages of workers, it is questionable whether theie lemained any 
great degree of economic motivation for them 
Fascism, then, appealed to be different from capitalism in that an 
all-powerful central government, unrestrained by constitutional or 
other hmitauons, interfered witli and controlled economic and other 
activities to an enormous degiee for the puipose of duecting them 
toward the acliievement of whatever goals seemed desirable to the 
leaders of the paity and the goveinment Fascism had the instiiu- 
tions of capitalism in name only, for it refused to let them opeiate 
m the ordinaiy capitalistic fashion lest they enhance Uie welfaie ot 
the citizens as individuals instead of making for those different and 
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3 Explain briefly the various theones which ha\e been developed to 
explain and justify the existence of the institution of private property 

4 Distinguish carefully between pnvate property and corporate prop 
erty 

5 Can the institution of freedom of enterprise be justified on the basts 
of social welfare? Discuss 

6 Hmv important is the institution of freedom of enterprise to the 
ordinary individual under modem capitalism? 

7 “Under capitalism, the desire for economic gain makes people work 
harder and longer than would any other motive which could be sub 
stituted for it ” Discuss 

8 “The importance of economic motivation under capitalism is hardly 
open to question, but the source of this institution is a matter of 
considerable controversy” Explain 

9 Outline the several important functions which the institution of com 
petition IS supposed to perform in a capitalistic economy 

10 "Even in capitalistic economic systems, competition is interfered with 
and limited both by governmental activities and those of private indi 
viduals" Explain 

11 In view of the many cases of monopoly, duopoly, and monopolistic 
competition which exist, why is our capitalistic economic system still 
regarded as competitive? 

12 How and why are the institutions of a capitalistic economy likely to 
be modified in wartime? 

13 "Some economic institutions of capitalism would be modified in a 
socialistic economy while others would be completely eliminated 
Show whether you agree 

14 Discuss the probable fate of each economic institution of capitalism m 
an economy of modern socialism 

15 How do the economic institutions of Soviet Russia compare with 
those of theoretical socialism? Explain 

16 How and to what extent has the program of partial socialism m 
Britain resulted in a modification of the economic institutions of the 
country? Explain 

17 “The economic institutions of capitalism would be completely eliroi 
nated in a communistic system " Explain 

18 “The economic institutions of the fascist countries were nominally the 
same as those of capitalism, but in practice the functioning of these 
institutions was severely modified" Explain 



CHAPTER 3 
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GOVERNMENT 


In discussing the nature and operation o£ economic institutions, 
it vias necessary on several occasiom to lefei to government as a 
modifying or conditioning force in economic life We shall in- 
vestigate now the nature of tlie governments of capitalistic, social- 
istic, communistic, and fascist systems before going into the more 
strictly economic aspects of these systems Indeed, in non-capitahstic 
economic systems ie activities of government play such an im- 
portant part m the operation of the economic system tliat some 
knowledge of their governments is essential to an understanding of 
their economic life 

The Government undei Capitalism 

For the most part, our discussion of government m relation to 
capitahsm will deal with ratlier general matteis Since capitalistic 
systems have been able to operate successfully under governments 
which diifer considerably in the details of tJieir organization, there 
seems to be no particular point in setting up the goveinment of 
any one country as a model for all capitalistic systems and dealmg 
exhaustively with the details of us organization 
Cupitalism ond Democracy Perhaps because various non-capital- 
istic economic systems have so often operated under dictatorial gov- 
ernments, there is a tendency m popular discussion to make capital- 
ism synonymous with democracy, and socialism and fascism with 
dictatorship Actually, the government of a capitalistic system does 
not have to be democratic in the strict sense of the term, which 
would presumably involve direct and equal participation in the 
goveinment by all citizens In a large and heavily populated capital- 
istic system. It would be impossible for all citizens to participate 
directly in the government as they might in the old New England 

S3 
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town meeting, and it is very doubtful whether the citizens of a 
capitalistic economy could participate equally in tlie goveinmeiit in 
any case since they diffei so much as individuals with respect to sudi 
matters as wealth and income, economic opportunities, education, 
and social status However, the government of a capitalistic system 
could scaicely be a dictatoiship, foi it is difficult to imagine a 
dictatorial government which ivould not restiict and control eco 
nomic life to an extent which would be inconsistent witli the 
operation of capitalistic institutions 

Capitalism and Latssez-Fatie For many years, the idea peisisted 
tliat the government of a capitalistic system, however it might be 
organized, should follow a policy of latssez-fatie with respect to 
economic activity That is, its activities should be limited to the 
perfoimance of a few general functions for the good of all the 
citizens, and it should not attempt to contiol or inteifere witli the 
economic activities of private individuals As Adam Smitli wiote 
many years ago 

All systems, either of preference or restraint, therefore, being thus com 
pletely taken away, the obvious and simple system of natural liberty 
establishes itself of its own accord Every man, as long as he does not 
violate the laws of justice, is left perfectly free to pursue his own interest 
in his own way, and to bring both his industry and capital into compe 
tition with those of any other man, or order of men The sovereign is 
completely discharged from a duty, in the attempt to perform which he 
must always be exposed to innumerable delusions, and for the propci per 
formance of which, no human wisdom or knowledge could evei be sulfi 
cient, the duty of superintending die industry of private people, and of 
directing it toward the employment most suitable to the interests of the 
society According to the system of natural liberty, the sovereign has only 
three duties to attend to, thiee duties of gieai importance, indeed, but 
plain and intelligible to common understandings, ffist, the duty of pro 
tecting the society from the violence and invasion of other independent 
societies, secondly, the duty of protecting, as far as possible, eveiy mem 
ber of the society from the injustice or oppression of every other merabci 
of It, or the duty of establishing an exact administration of justice, and. 
thirdly, the duty of erecting and maintaining certain public woiks, and 
Certain public institutions, which it can never be for the interest of any 
individual, or small number of individuals to erect and maintain, because 
the profit could never pay the expense to any individual, or small number 
of individuals, though it may frequently do much more than repay it to 
a great society r 

1 Adam Smith, The Wealth of Nations London T Nelson and Sons, 1891 
Book IV, p 286 
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The implications of the "system of natmal libeity" aie clear 
Each individual is assumed to be a moie or less rational being and 
a better judge of his own interests than any goveinment can be The 
inteiests of individuals aie closely identified with those ol society as 
a whole, and the individuals of the system, in iclentlcssly pursuing 
tlieii own ends, contribute to the maximization of the social welfaie 
The institutions of capitalism aie both natmal and beneficent It is 
only necessary foi tlie goveinment to piovide a setting or environ- 
ment in which these institutions can opeiate m fice and untiam- 
mcled fashion This the government can do by can ying on national 
defense, by maintaining justice, law and oidei, and by constiucting 
and maintaining roads, bridges, haibois, schools, and othei public 
works and institutions 

Governmental Regulation undei Capitalism The system of nat- 
uial libel ty was not peifectly suited even to the i datively simple 
economic conditions of 150 years ago, and, m moie modern times, 
the governments of capitalistic systems have moie and more often 
broken the bonds which the sj’stem of natuial libcity w'ould have 
placed upon them It has been icalized that the institutions ol 
capitahsm are man-made latlier than natural and thiit the proposi- 
tion concerning then beneficence is one which at best is valid only 
in tlie majority of cases In the opeiation of capitalistic economies, 
economic problems have aiisen which have seemed impossible ol 
solution at the hands of private individuals and whose gieat impact 
on the lives of millions of individuals has brought a demand foi 
governmental inteivention 


As a lesult, governmental regulation is a fairly common feature of 
economic life undei capitalism In the United States, foi example 
the phases of economic life which have come under governmental 
regulation include transportation by lail, highway, water, and air 
communications, public utilities in the more limited sense and 
public utility holding companies, commercial banking, investment 
l>anking, coal production, intei national trade and foreign exchange 
bZ?'" and trusts, agriculture, collective 

hS w" i "T 

unit' 7 conditions of labor, and others However 
r’ regulation is not assumed to be 

good in and of itself nor is it ordinarily intended to bung ibout the 

y- n general, it is intended to prevent or eliminate abuses 
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and to enable the actual capitalistic system to opciate more nearly 
like the ideal, theoretical model The impiession is that govein 
mental intcivention is an evil which must be toleiated or encour- 
aged only when it seems likely to prevent oi remove a gi eater evil. 

In waitime, as we noted in the preceding chapter, the spheie of 
governmental icgulation in an eistwhile capitalistic system tends to 
be greatly expanded The government is then likely to undeitakc 
to control the kinds and quantities of economic goods to be pro 
duced, the allocation of vaiious pioductive agents among industiies 
and businesses, the apportionment of finished economic goods 
among consumers, the process o£ saving and capital foi mation, and 
the prices of finished goods and productive agents Such a degree of 
goveinmental control is inconsistent with the operation of a capital 
istic economic system What it means is that the country in question 
temporarily abandons its capitalistic economy and becomes some 
sort of planned and controlled economy 

Governmental Ownership and Opeiation under Capitalism The 
existence of a capitalistic system does not imply that ail fields of 
economic activity aie left exclusively in the hands of private indi- 
viduals, for some industiies, or parts theicof, may be otvned and 
operated by vaiious goveinmental units In the various capitalistic 
systems taken togethei, governmental units have provided, in whole 
or in part, such things as transportation, communication, savings 
bank service, general banking facilities, insurance, educational facili- 
ties, haibors, loads, canals, public parks and reservations, botanical 
and zoological gardens, hbiaries, art galleries and museums, public 
baths, tennis couits, golf couises, health service, theaters, water, 
gas, electiicity, hospitals, clinics, medical schools, day nursenes, fire 
piotection, housing, faim products, mineral products, a host of 
manufactured products, and the diainage, irrigation, and general 
reclamation of land 

In the United States, goveinments own and operate pioductive 
facilities of many kinds That is, goveinmental units of one kind oi 
another own and operate the plants which provide watei, gas, and 
electiicity in hundreds or thousands of cities and towns, as well as 
local transportation systems, markets, airports, beaches and piers, 
golf courses, ice plants, dan les, laundries, heating plants, coal yards, 
bridges and tunnels, terminals, waiehouses, roads and highways, 
railroads in Alaska and Panama, radio stations, printing establish- 
ments, steamship lines, the post office and postal savings system, 
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soaal insurance systems, and cany on pi ejects m connection with 
reforestation, soil eiosion, grade crossing elimination, slum clcai- 
ance, lural electrificauon, and luial housing All this does not mean 
that goveinmental owneisliip and operation is piefeiied to piivate 
in many or most lines of economic activity in our economy On the 
contiary, in most helds private ownership and opeiation is assumed 
to be better until tlie contrary can be dcnionstiatcd, just as a man 
on trial in couit is assumed to be innocent until he has been proved 
guilty The gieat bulk of our economic activity is still in piivate 
hands Howevei, it is clear that the goi'einmcnts of capitalistic 
systems do not follow anything like a stiict policy of latssez-fane 
today. 


The Government undet Soctaltsm 


Soctabsm and Democracy The question of what the government 
would be like under an ideal system of modem socialism is an 
important one Many sociahsu would apparently piefei to keep 
modern capitalism ivitli all us evils rather tlian to achieve the 
economic features of socialism m combination with a dictatorial 
government That is, modern soaahsU seem to be m quite general 
agreement that the government of their system must be a demoadcy, 
and that democracy dan hardly be adiieved under any otlier system 
As one ■writer says 


For short, let us say that Socialism aims at a classless society m whicli 
the means to wealth will be communally controlled It follows that 
Soaalism must aim at DemoCTacy— that is, at assuring to every citiren a 
real and effective share m the government of his country and of the 
world Class equality and communal control mean nothing unless they 
mean deraoCTacy Class equality is inconsistent with any sort of monopoly 

government, and communal control 

means control by all * 

And again 

yield disappointed with democracy-much less to 

Snno he tLd has not yet been tried It 

It in h” « h« been given an environment 

without econoii^T ^ political democracy 

indeef kI ^ ® foundation for it There can 

indeed be „,ere or less democratic elements m a society dial 5 uTdemo’ 

oE Victor Golhii ^Ud!Tondon"'* P ® Reprinted by permission 
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cratic in its basic mstnutions The democratic elements in a society can 
be of real value and can sene as instruments foi the furtherance of free 
dom They are the forerunners of democracy and point the uay towards 
Its achievement But it is nonsense to speak of democracy as actually in 
being u'here men are divided into social classes differing grossly in wealth, 
opportunity, status, education — ^fn short in all those things which make 
the difference between ruling and being ruled, between the classes for 
whose sake society is administered and the classes which are doomed to 
serve as means to other men's ends Democracy may be in the making, 
but It is not yet made In the modern woild, there is no real democracy 
short of socialism ^ 

Features of Soctaluttc Government Modern socialism, then, looks 
forward to a situation in which the individual citirens is'ould be so 
nearly alike in economic power that they could paiticipate in the 
affaiis of government with substantial equality It also envisages a 
situation in which tlie national legislature and other governmental 
agencies will lespond freely and accurately to the popular will of 
an enlightened citizenry The government will give the people what 
they want and the citizens will know what they want the govein 
ment to do on all impoitant matters of public policy, because the 
citizens will have been subjected to mass education and they wdl 
have had an oppoitunity to hear unbiased piesentations of both 
sides, or all sides, of important questions on which the government 
must pass Such an enlightened citizeniy is virtually impossible to 
attain undei capitalism, according to the socialists The vaiious 
agencies which play an impoitant part in forming public opinion 
under capitalism, such as the newspapers, foi example, seldom, if 
evei, piesent all sides of important public questions to the public 
They present only the sides of questions and favoi the poliaes whidi 
appear to be consistent with their oivn inteiests, and try to convince 
the citizens that their interests are the same as those of tlie opinion- 
molding agencies and require the same public policies And, of 
couise, regardless of the condition of the capitalistic economy as a 
whole at any partiailai time, the opinions expiessed by these agen- 
cies are favorable to the continuation of the capitalistic institutions 
under wdiicli they thnve and prosper So long as piivate propel ty 
exists and the distiibution of wealth and income remains highly 
unequal, most citizens of a capitalistic system are not likely to be- 
come as enlightened as the socialists would have them 

It goes ivithout saying that a socialistic democracy would have to 

^Ibid, p 26 Reprinted by permission ot Victor Gollancz, Ltd, London 
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c\tend the vatious cml lights, such as faeedom of speech, freedom 
of the pi ess, freedom of assembly, and fieedom of leligion, to the 
people, tliat it would piovide hee and universal suffrage for adult 
cituens, and that it would fill governmental offices by election, 
where possible, so that the officials would be diiectly lesponsible to 
tlie people The federal government .under socialism would prob- 
ably not be divided into tliiee moie oi less watertight compart- 
ments, with a system of chechs and balances existing between them 
The legislatme, as the department of government wliicli is likely to 
be most responsive to the will of the people, would probably be 
supreme, and its decisions and enactments could not be upset by the 
other agencies of government The executive agency or agencies 
would be, in a sense, subsidiary to the legislature and would hold 
no veto powers over laws, while the courts would also be secondary 
in impoitance and none of them would have any power to declare 
laws unconstitutional Thus, the diffusion of responsibility which 
we now have among the departments of the federal government 
would be eliminated There would be no cases in whidi the legisla- 
ture would pass laws in lesponse to popular demand, only to see 
them vetoed by the executive oi held unconstitutional by the courts. 
Under the condmons foreseen by modem soaalism, the protecuon 
which IS now supposed to be afforded by the separation of govern- 
mental powers and the system of checks and balances would no 
longer be needed 


There are consideiable differences of opinion among socialist 
as to the details of governmental organization, as, for example, tin 
question of whether we should have a one-house or two-hous. 
legislatme However, it is often pioposed that, m some way or other 
rcpiesentation in the legislature should be economic m cliaractei 
The members should icpresent mdustues or occupations lather thai 

I' be the gentleman from th( 
V gentleman from Michigan 

d e L United States, onl^ 

ism Thn governments would survive under sodai 

ism The present state governments would be leplaced by some sor 

P csent states aie regaided as histoiical accidents rathei tlian a- 

f ^ economic interests which are more 
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of the same state Such a situation is somewhat unfoicunate in 
modern times, for most of die decisions which governments have to 
make are economic in character Moreover, there would be no justi 
fication under socialism for the many and peculiar local govern 
mental units, other than muniapal, whidi we now have 
Problems of Socialistic Goveniment The prospectus which tlie 
socialists furnish for their government is mteiesting, but many prob 
lems are involved in their proposals One problem has to do with 
the enlightened citizenry If tlie various governmental units will 
deal primal ily with economic issues, how can a socialistic system 
piovide mass education and make sure that the citizens understand 
all sides of the issues? Economic questions, in general, are difficult 
enough even foi college students, and the feat of providing full en- 
lightenment for all the citizens on such matters would certainly be 
most difficult, if not actually impossible, to accomplish However, 
we may concede that it would be possible for the citizens as a whole 
to be better informed than they are today on tlie economic issues 
which are matters of go\ ernmental policy, and one might hope that, 
under socialism, the citizens selected to fill governmental offices 
would be much better equipped than those of today to cope with 
tlie major economic issues which they would face inevitably Pet' 
haps this IS all the socialists really hope for 
There is also some question as to how thoroughly the government 
of a socialistic system would want its citizens to be enlightened on 
all sides of important economic issues The agencies tlirougli which 
infoimation wbuld be passed on to tlie people would almost cer- 
tainly be owned and operated by the government, and the govern 
ment would have official policies m regard to a variety of economic 
matteis which it would desire to have the people favoi Would die 
government be willing to present full and impartial infoimation 
concerning possible alternatives to the polices which it is actually 
following? Would die government press under socialism be expected 
to present a complete and fair discussion of the merits and demerits 
of such a matter as, say, a proposed return to capitalism? Would 
not any citizens who tried to accomplish the same result be likely 
to have a shoit and undistinguished journalistic career? The social- 
ists who inhabit a capitalistic economic system usually insist that 
they should have freedom of speech and of the press in selling their 
proposed system, but it is far from certain that they would accord 
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Similar lights to persons who desired to oppose the official policies 
of goveinment under socialism 

Even if the citizens are faiily enl^litened, tliere is tlie question 
of how responsive the government can be to the dianging will of 
the people under socialism Though we have not examined the 
question fully as yet, we have seen that, from tlie economic point 
of view, a soaalistic economy must be a planned economy, and 
economic plans cannot be made and carried out on a day to day 
basis The very notion of economic planning seems to imply that 
national economic plans, once they are made, should be followed 
persistently through at least a reasonable period of time The gov- 
ernment could not be expected, for example, to spend a couple of 
years developing addiuonal productive facilities for the production 
of shoes and then abandon tins equipment and start building facili- 
ties for automobile production because the tastes of the atizens in 


consumpuon had changed in the meantime At best, it would seem 
that the government could respond to the changing will of tlie 
people m regaid to economic matters only at reasonable intervals, 
and this whole discussion m any case shdes over the difficult ques- 
tion of how the government would ascertain the popular will on a 
hundred and one matters with any great accuracy 
As the above discussion suggests, the government under socialism 
would probably be responsible to the popular will only in the sense 
that, if the planners do not give the people tvhat they want in a 
given period of, say, four or five years, the ciUzens will rise up at 
the next election, throw the rascals out of office, and substitute a set 
of planners who will make plans which are better suited to the 
desires of the people But this may be easier said than done for 
there is a grave quesuon as to whether full-fiedged economic plan- 
ning IS compatible with the democratic process Economic planning 
squires that enormous powers be concentrated m the hands of 
cmain governmental agencies which are cliaiged with the making 

be us2TT‘ 
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In theory, it would be possible to guard against this danger The 
planning agencies could be made creatuies of the legislatuie, the 
legislature could specify the general goals toward which economic 
planning should be directed, it could leseive the light to rauEy all 
plans before they would go into effect, and it would have the right 
to recall members of planning agenaes who functioned unsauslac 
torily Although such technical safeguards would be desiiable, the 
real answer to the question of whether national economic planning 
is compatible witli democracy depends pi obably on the question of 
what human nature would be like undei socialism It would depend 
on the idealism, altruism, and motivation in general of the leaders 
of the govanraent and economic system Many people will believe 
that a country can have both economic planning and democracy 
only when they see it, and certainly little can be found in the 
operation of the Soviet Russian economy to date to suggest that 
economic planning on a national scale is likely to be associated with 
demociacy in government 

Finally, there are several problems in connection with economic 
representation It is easy to say that repiesentation in the legisli 
ture should be economic in ciiaiactei, but wliicli industiies and 
occupations should be represented, and which should be excluded 
or lumped together? How many legislators should there be on tins 
basis, how should tliey be appoitioned among industries and occti 
patrons, and how should mmoiities in indusu les or occupations be 
represented? Even more important, would economic lepiesentauvcs 
function more efficiently than lepresentativcs of states oi of given 
numbers of people? Would they know more about the impoitant 
economic questions on which they would have to decide and would 
they be better able to take a broad social point of view in their 
deliberations? These questions could be answeied definitely' only 
on tile basis of experience Many people would contend that our na- 
tional legislatois already actually lepiescnt majoi economic interests 
rather than stales oi numbers of individuals If this is true, the gov- 
ernment of socialism would merely bung economic representation 
out in the open In any case, we might expect to find combinations 
and blocs of legislators, pressuie groups, log-rolling, and otlier fea- 
tures of our capitalistic goveinment undei socialism Howevei, the 
socialists contend that these thmgs would lose much of their signifi- 
cance under soaalism, since opportunities for private piofit would 
be eliminated almost completely For example, some legislators 
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might tT)' to coriMnce the rest that the economy sliould dcveloji in- 
aeased cleciiic powei by means of gcnciating plants winch burn 
coal, while othcis might stand foi the development of hjdioclertnc 
power, but, witli both types of electric plants owned and operated 
by governmental agencies, no gioups of piivatc citi/cns would be 
able to make piivatc profits whatever the decision of the legislature 
might be 


The Gove'inmenl of Soviet Russia 

The Revolulton and Early Government We must now leave out 
speculations as to what govcinment might be like in socialistic 
sjstems which do not yet exist and Uiin to an examination of the 
government under which die socialistic system of Soviet Russia 
actually opeiates In this discussion, we must conccntiatc oiii at- 
tention very largely on the Russian government as it exists at 
present and deal only sparingly with earlier governmental systems 
Before 1917, the government of Russia had been a constitutional 
monarchy m name In fact, however, despite the vai lous concessions 
winch the tsarist govcinment had made as a result of the unrest and 
discontent of the people, the government was still a practically ab- 
solute monarcliy, and an extremely corrupt and bureaucratic one at 
that Aftei several years of rather unsuccessful participation in 
World War I on the side of the Allies, the corruption and ineili- 
ciency of the tsarist government became unbcaiable, and tins gov- 
ernment came to its end by rcvoluuon early in 1917 In March of 
that year, there were spontaneous uprisings of great masses of people 
m the leading aties and the Tsar, Nicholas II, was compelled to 
abdicate his throne, since he had lost the support of the armed 
forces of the nation Gioups of workers, known as "soviets” or 
ttJuncils, sprang into action in the chief industi lal centers, attempted 
to preserve order, and administered the food supplies A provisional 
government, under the authoiity of the lower house of the legisla- 
ture, was established and operated for a time under the leadership 
of Kerensky 

This provisional government, however, followed a dilly-dallying 
policy and in several months’ ume made little piogiess toward 
setting up a genuinely stable government As a result, m the fall of 
1917, the Bolshevik Party took over the reins of government This 
party was a rather small left-wing or revolutionary group, but it had 
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control o£ some local soviets, especially those in Moscow and Petro- 
giad, and believed it could command the siippoit of the masses On 
November 6, 1917, tlie government buildings and facilities in 
Petrogiad were taken over and tlie Kerensky government fell An 
All-Russian Congress of Soviets, welding together the various local 
soviets of woikers, was called in session and it undeitook the forma- 
tion of a new government, undei the guidance of the Bolshevik 
Party (later to become the Communist Party of the Soviet Union) 
Legislative and executive autlioiity was vested in a so called Council 
of People’s Commissars, ivith Lenin at the head 
In its first few yeais, the new goveinment was kept extremely 
busy in resisting attempts at counter-revolution at home and in 
fighting off tlie troops which Russia’s former allies sent into the 
country, so the details of governmental organization developed 
slowly The fedeial consatuuon which completed the oiganization 
of the Union of Soviet Socialist Republics (USSR) was not 
adopted until 1923 Lenin died in 1924, and Trotsky and Stalin be- 
gan their famous struck to see who would be tlie new leader of the 
party and the government Stalin, of couise, was the ultimate winner 
and has been the real head of government and party to this day 
The Government of the USSR, 1923-1936 The government of 
the Union of Soviet Socialist Republics, under the 1923 Constitu- 
tion, was organized as a federation of four lepublics, but the num- 
ber of republics eventually became seven through some internal le- 
distribution of teintory Though the government was federal m 
form, power was stiongly centralized in the national goveinment, 
which had jurisdiction over all external affairs of the country, and 
all internal matters which weie of national impoi tance The leading 
agency of government was nominally the All-Union Congress of 
Soviets, or national legislature This body, since it contained ovei 
2000 representatives, was most unwieldy and could never really 
function as a legislatuie It actually met only once in three or four 
years, instead of once in two years as scheduled, and its sessions were 
most perfunctory That is, the members ivould meiely listen to tales 
of the exploits and plans of the leadeis of the Communist Party and 
elect the so-called All-Union Central Executive Committee, which 
wielded the legislative powers in the peiiods between sessions of 
the legislature The Presidium, or presiding committee of the legis- 
lature, was also of considerable impoi tance 
The federal government was not divided into depaitments, as is 
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tliat of the United States, for the highest e\ecuuvc agency of the 
goveinraent, the Council of People's Commissars, was elected or 
appointed by die legislature, oi one of its subsidiaiy bodies, and 
the ju^es of die couiis and state pioscculors weic also appointed 
by and responsible to die legislature The State Planning Commis- 
sion, whicli had cliaige of making die economic plans foi the coun- 


try as a whole and supcnnsing their opciation, was a committee 
appointed by die Council of People’s Commissars The vaiious ic- 
publics which made up the s^'stcra had goveinmtnial oiganirations 
quite similai to that of the USSR as a whole The vai lous agen- 
cies and oigamrations of govcinmcnt weie actually of compaiatively 
little importance, for die real governmental powci of the system 
resided in the Communist Paity and its leaders 
On the surface, it appeared that the light to vote was to be cn- 
]oyed by piactically all persons, £oi the Constitution extended this 
right to all citizens, 18 years of age or over, who pcifoimed produc- 
tive, socially useful laboi, to members of the aimy and navy, and to 
atizens who would ordinarily be woikers but ivho were incapaci- 
tated for some reason or other. In practice, the fiancliise was by no 
means universal because of the my m which pioductive, socially 
useful labor was defined Among those who were disfianchiscd were 


employers of labor, private tiadas and business men, rccciveis of 
unearned income, monks and members of the cleigy, members of 
the royally, police, and seaet seivice under die old tsarist regime, 
lunatics, and persons who had been convicted of disgraceful enmes 
Elections were indirect in diaracter The actual voters of the coun- 
uy elected only the members of local soviets The membeis of die 
local sovieu elected the members of regional soviets, and so on up to 
the Aii-Union Congiess of Soviets, which was actually seveiai times 
removed from the elections in whidi the voters had participated 
Elections were by open ballot, that is, by voice vote or show of 
hands, rathei than by secret ballot as m the United States Some 
citizens voted from oidinaiy eleaoial districts, while others voted 

«"»ts Representation m die na- 
tional legislature was disproporuonate foi dilfeient gioups of voters 

tor every 25,000 voteis, while peasants could have only one reure 
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of the egislature were representatives of industrial workers and 
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bers of the Communist Party Finally, under the old government, the 
rights of the individual were extremely limited Freedom of speech, 
freedom of the pi ess, freedom of assembly, and other common rights 
of the individual, were unknown Even justice was administered on 
a “class” basis If an individual became involved in court action, the 
fiist question addressed to him was likely to concern his social 
origin, and the same set of facts might produce quite diffeient court 
decisions according to whether the individual had a satisfactory 
social origin as an honest, upiight worker or an unsatisfactory one 
as a former member of the nobility or as an employer (and presum 
ably exploiter) of labor 

The 1936 Constitution The governmental oiganization of Soviet 
Russia was changed to a considerable extent by the adoption of a 
new federal Constitution in December, 1936 This document de 
dares the USSR to be a soaalist state of workers and peasants, 
with basic political power residing in the working people through 
their soviets In sudi a socialistic economy, tliere is to be social own 
ership of die tools and means of production, though social owner- 
ship may be taken to mean in general either state or cooperative 
ownership Land, natural resources, waters, forests, and some otlier 
things are definitely state property Small-scale peisonal enterprises 
are tolerated if they involve no exploitation of labor Individuals 
are permitted private property in their income from work, peisonal 
savings, dwelling houses, auxiliary husbandry, household articles 
and utensils, and artides for personal use and comfort Such pei 
sonal propel ty may be inherited The economy is to opeiate on the 
basis of economic planning in order to increase the public wealth, 
improve the material and cultural standards of die people, and 
strengthen die country’s independence and capacity for defense All 
citizens who are able to work must do so if they expect to eat The 
general principle of income distnbution is that each person is to 
produce according to his ability and to receive income according to 
the work which he accomplishes 
The Constitution provided for a federal union which included 
eleven constituent republics at the beginning Later the number of 
republics was increased to sixteen, bodi by redistribution of terri- 
tories within the country and by the acquisition of new territories 
Lithuania, Estonia, and Latvia were "admitted” to the USSR a* 
constituent republics on August 3, 5, and 6, 1940, while in the samo 
year Bessarabia was taken into the Moldavian autonomous republic. 
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making the latter a constituent icpublic, and the Karclian-rinnish 
republic was acated Though the govcinmcnt is fedeial in foim, 
most goxcrnmcntal powers are in the hands ol the ccnti.il govern- 
mentand the lepubhcan go\cinmcnts have only such poweis as aic 
assigned to diem Among the mattcis controlled by the federal 
government arc foreign tclations, the admission of new rcjiubhcs, 
enforcement of die Constitution, sttpci vision of die Constitutions of 
die republics, to see that they aie consistent iwth die fcdcial Con- 
stitution, boundaiy cliangcs and inlcinal redistributions of tciiitor)’, 
national defense and domestic seem ily, oigaiiiration of the judicial y 
and preparation of cnil and aiminal codes, legislation concciiiing 
the right of citirenship iind the position of foicigneis, the light of 
amnesty, die foreign trade monopoly, the fcdcial budget and taxa- 
tion, the administration of banking, industiial, agncultiiial, and 
comma cial enterpuses of All-Union impoi tance, tiaiispoi lation and 


communication, money, credit, insuiaiicc, and state loans, and the 
deteimmation of fundamental piinciplcs in connection with land 
use. exploitation of natuial rcsouiccs, education, hcaldi, accounting, 
and labor legislation 

The individual icpublics are guaranteed cultural autonomy and 
the right to use their own languages They also have the nominal 
right to secede from the union, but actually anj attempt to cxcicisc 
dus right would probably be regarded and de.ili with as treason 
The vanous republics are supposed to be equal jiartncis in the 
union, but one of diem, the Russian Soviet Fcdcutivc Socialist Re- 
public, actually outweighs all the othcis put together As the eleven 
original lepubhcs were constituted in 1936, the RSFSR had about 
nine tenths of the total area of die country, two thuds of its popula- 
tion, and Its two largest ciues, Moscow and Leningrad The Rovcin- 
ments of the republics are quite similar to the federal government 
m organization ° 

The Supreme Soviet of the USSR The highest agency of die 

uTsr f Soviet Russia is the Supreme lov2 of the 

u J. 5 R , or national legislature It is made up of two houses whose 
members serve four-year terms The members of one h“ knt„ 
M the Soviet of the Union, are chosen from electoral distucts on 
he basis of one member for each 800,000 of population The other 
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sentatives from each constituent republic, eleven fmm i, ^ “ 
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from each national region In 1941 tlieie were 647 representatives 
in the Soviet of the Union and 713 in tlie Soviet of Nationalities* 
The membeiship of each house is not fixed, since the numbei 
of representatives in the Soviet of the Union will vary with 
dianges in population whereas the number in the Soviet of 
Nationalities will be altered as the number of republics and 
othei subsidiaiy governmental units dianges with the redistiibu- 
tion of old territoiies and the admission of new territories to 
the union The Supreme Soviet is supposed to meet twice a year 
and each house elects one piesident and two vice-piesidents The 
houses have equal rights in all legislative matteis, and bills pass by 
a simple majority in eadi house Besides its legislative powers, die 
Supieme Soviet has the power to amend the Constitution by a vote 
of two-thirds of its members 

The Presidium of the Supreme Soviet is a sort of executive com 
mittee of the legislature and has most of tlie poweis of the legisla- 
ture tvhen tlie latter is not in session It is a body composed of 42 
members and is elected by the Supreme Soviet It convenes and dis- 
solves the Supreme Soviet, calls new elections, holds referendums, m 
terpiets the laws of the land and issues administrative deaees, 
revokes ordeis and decisions of the Council of Ministeis if they do 
not confoim to the law, lemoves and appoints membeis of the 
Council of Ministeis, grants decorations and honois, exeiciscs the 
right of pardon, appoints and dismisses the high command of the 
aimed forces, declaies wai, orders mobilization, latifies and de- 
nounces treaties, and appoints and recalls ambassadois The Piesid- 
lum continues to function in tlie interval between the end of one 
legislature and the election of the next It is required to call new 
elections within two months after tlie dissolution of the old legisla- 
ture and to call the new legislature togetliei witliin one month aftei 
an election Thus, we see tliat the Piesidmm has a considerable 
number of legislative and admimstiative functions, especially when 
the legislatuie is not in session To be sure, many of its acts require 
the latei approval of tlie Supieme Soviet, but this appioval is quite 
sure to be given since botli tlie Supreme Soviet and the Presidium 
are ultimately controlled by tlie Communist Paity 

<E J Simmons, editor, USSR A Concise Handbook Ithaca, New York 
Cornell University Piess, 19-17, p 160 
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The Cotmcil of Ministers The USSR, under its present govein- 
ment, continues to have a cabinet type of executive That is, the 
highest execuavc and administrative agency o£ tlie government is 
the Counal o£ Ministers (known until 1946 as the Counal o£ Peo- 
ple’s Coramissais), tlie members o£ wliicli aie elected bv the Supieme 
Soviet This agency, whidi is, of course, subsidiary to tlie Supreme 
Soviet and responsible to it, has a Chairman and ten Vice-Chair- 
men and includes all the Mmisters and the Chairmen ol the Com- 
mittee on Alts, the Committee on Higher Education, tlie Adminis- 
tration o£ the State Bank, and the State Planning Commission The 
Counal of Ministeis functions by issuing decrees based on existii^ 
laws It coordinates the work of the various governmental depart- 
ments 01 Ministries, and has important functions to perform in 
connection with tlie making and administration of economic plans 
(through the State Planning Commission), the admimstraUon of 
money and credit, and the execution of the state budget It also 
adopts measuies pei mining to the mamtenance of public order, the 
protection of tlie interests of the state and of the citizens, and the 
organization of tlie aimed forces of the nation, and creates com- 
missions or otlier agencies to deal with military, economic, and 
cultural matters 


AU-Vnion Ministries The individual Ministers, who make up the 
greater part of the Council of Mimsters, have charge of tlie woik of 
their particular departments in much the same fashion as do the 
cabinet officers of other countries These depavtments, or Ministiies, 
have an important place in the Soviet Russian scheme of things, for, 
in many cases, they are both governmental departments and depait- 
ments controlling speafic phases of the economic life of the countiy 
As such, they form one of the mam connecting links between gov- 
ernment and the economic acnviues of the system The Ministries 
are divided into two general classes, the All-Union Mmistries and 
the Union-Republic Mimstries The All-Union Ministries, as their 
name implies, deal with matters which are of great importance to 
the country as a whole or which seem to require uniform admmis- 
fration all oyer the country The affairs of these Ministries are ad- 
branches or agencies m lower governmental 
units of the country, and the individual repubhcs as a rule do not 

Ae Ministries of both types aie m an almost constant process of 
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plete list of either type of Mimstiies However, the All-Union Minis 
tries include, among otlieis, tliose of Aimaments, Automobile Indus 
try, Aviation Industry, Chemical Industry, Coal Industiy, Com- 
munications, Electrical Industry, Ferrous Metalluigy, Foreign 
Tiade, Heavy Machine Building, Higher Education, Machine 
Tools, Merchant Marine, Non-fen ous Metallurgy, Petroleum In- 
dustry, Raihoads, River Transport, and Shipbuilding ® 
Union-Republic Ministries The Union-Republic Ministiies deal 
with matteis which, though not unimportant to the whole country, 
show considerable vaiiation from one area to another and seem to 
requiie somewhat different treatment in the various republics Such 
matters are placed in the joint jurisdiction of fedeial and republic 
governments, and the Union-Republic Ministries opeiate through 
similar mmistiies in the individual republics The Union-Republic 
Ministries include those of Agriculture, Armed Forces, Control, 
Finance, Fishing, Food Industry, Foreign Affans, Intel nal Affaiis, 
Justice, Light Industry, LivestocL, Public Health, State Seciiiity, 
Textile Industry, Timber Indusuy, Internal Trade, and others" 
Other Administrative Agencies The State Planning Commission 
(Gosplan) is a sort of sub-committee of the Council of Ministers In 
many ways, it is the most important single economic agency in the 
country, for it has direct cliarge of making the national economic 
plans and supervising their fulfillment Its woik will be discussed m 
detail in Chapter 6 For several years, anothei agency known as 
the Commission of Soviet Conti oI was also attached to the Council 
of Ministers Its duty was to assuie the actual execution of govein- 
mental ordeis and decrees with promptness and efficiency and to 
weed out graft, bureaucracy, and incompetence Its membership was 
closely conti oiled by the Communist Patty, and it was able, thiough 
the assistance of a large staff of agents, to bring offendeis directly 
to justice However, this Commission was leplaced by the newly 
created Ministry of Conti ol in 1940, and this new Ministiy now 
oversees and controls the expendituie of governmental financial and 
material resouices, and verifies tlie execution of official decisions 

In 1940, SIX Economic Councils iveie created and attached to the 
Council of Mmisteis They are foi Metalluigv and Chcmistiy, Ma- 
chine Building, Defense Industry, Fuel and Electiic Power, Con 

B The Soviet Union Today New York The Amciicin Russian Institute. 
p 26 

a Ibid, p 26 
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suTOcrs’ Goods, and Agricultuie and Proem ements, and are in- 
tended to cooidinate tlie work o£ tlte vanous Ministiies which fall 
m their respective fields Two other agencies, known as the Council 
of the State Bank and tlie Committee foi State Defense, are also 
attached to die Council of Mmistcis Tlie Committee for State 
Defense was set up as a kind of war cabinet in 1941, at die time 
of the Nazi invasion and consisted of Stalin, V M Molotov, K. E 
Voroshilov, L P Bciiya, and G M Malmkov. 

TJie Judtictcay Under the present Russian government, die ju- 
diciary, like the executive, is subsidiary to the legislatuie The Su- 
preme Soviet appoints the Attorney General of the USSR foi a 
term of seven years He in turn appoints States Attoineys foi the 
republics, regions, and provinces, and appioves the appointment of 
Distiict Attoineys for lower goveinmental units The judges of the 
lowest courts, called People’s Courts, are elected for diree-year terms 
by the voters of local areas by direct secret ballot These couite 
handle both avil and criminal cases, but not, m general, very 
important cases The teintones, provinces, and regions have also 
courts whose judges are elected by the Soviets, or Icgislatuies, of 
these vanous governmental units These couits deal with more 
serious criminal cases, such as those involving counter-revolutionary 
activities or theft of socialist property, and with civil cases involving 
governmental units or public institutions The republics have su- 
preme courts whose judges are elected by the legislatmes for five- 
year terms Finally, at the top of the heap there is die Supreme 
piurt of the U S S R , with judges elected by the Supreme Council 
for five-year terms The membership of this court includes 45 judges 
and 20 assessors 


provides for die equality of all citizens before 
the law, for uniformity of civil and mmmal procedure throughout 
the country, for the independence of judges, for die use of local 

rS H of persons accused of crimes 

to legal defense (in most cases), for publicity with icgard to court 
pro^dmgs (in most cases), and for an elective judialry In many 

a group of three judges in some cases The so called assessors are 
representatives of the citizens and receive only the wages of their 
regular employments while serving i„ the courts All mizens are 

be no educational or other requirements for these positions 
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The Rights of Citizens The individual atizens of die USSR aie 
highly privileged individuals, if we may rely upon the vaiious 
guaiantees which the 1936 Constitution affords The citizens are 
guaranteed freedom of speech, fieedom of the press, and fieedom 
of assembly, processions, and demonstiations, but widi tlie proviso 
that these rights must be used in the interests of the working people 
and for the strengthening of the socialist state Cultural, scientific, 
and technical oiganizations, youdi oiganizations, trade unions, co 
operative associations, and (for espeaally worthy citizens) the Com 
munist Party are among the organizations permitted to exist The 
Constitution grants freedom horn arbitiary anests, the inviolability 
of homes, secrecy of personal correspondence, the equality of all 
atizens, freedom of conscience, the separation of church and state, 
freedom of religious worship and of anti-religious propaganda, tlie 
right to work, the light to leisure, the right to education, and the 
right to material security The hanchise is now extended to all 
atizens aged 18 or ova who aie not insane and have not been 
depiived of the right to vote as the result of being convicted of 
crimes Elections are duea and by secret ballot Candidates for 
office are nominated in die appropriate electoral distiicts by units 
of the Communist Party, soaal organizations of workeis, trade 
unions, coopeiative soaeties, youth organizations, and cultural so 
cieties 

Nature of the Communist Party It is difficult to obtain an under- 
standing of the actual operation of the government of the USSR 
by studying merely the various goveinmental organizations and tlie 
functions which aie allotted to them by the Constitution Regard- 
less of sudi organizations and functions, political and governmental 
powei in Soviet Russia is completely concentiated in the hands of 
the Communist Party In other words, the Communist Party com- 
pletely dominates the government of Soviet Russia and has its mem- 
bers in practically all important offices and positions Its ivill w 
done by all governmental agencies and oiganizations We now 
turn to a brief study of this all-poweiful Paity 
The Communist Party operates on the basis of a diarter adopted 
in 1934 and amended in 1939 According to this prospectus, the 
Party is 

the organized vanguard of the Proletariat in the USSR, the highest 
form of class organization The Party leads the proletanat, the toiling 
peasantry, and all toiling masses in the struggle for the dictatorship ot 
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the proletariat, £oi the victory o£ socialism The Party is the leader of all 
the organs o£ the proletarian dictatorship and assures the successful 
building up of the socialist society The Party is a united fighting organi- 
zation bound up by consaous iron proletarian discipline The Paity is 
strong through its unity, its singleness of will and a singleness of action 
incompatible with desiation from the program, with breach of party 
disapline, or with the formation of factions inside the Party ’ 


Comrmaitst Party Membership Applicants for membeiship m the 
Communist Party must be at least 18 years of age and must agree 
to live up to certain requiiements, which include unity of doctrine 
and practice, imphat and complete obedience to. Party authority, 
and the famous “vow of poverty” by which the applicant agiees to 
be content with a salary not substantially greater than that of a 
skilled and zealous manual woiker ® All applicants, except former 
members of other poliucal parties, must be endorsed by three Party 
members of at least tliree yeais’ standing who have known the 
applicants as fellow workmen foi at least one year These applicants 
may be admitted to full membership after spending one year as 
"candidates” or "probationaiy members ” Former members of otbei 
poliucal paities requiie the consent of the Central Executive Com- 
mittee of the Communist Party in order to become members and 
must spend thiee yeais as candidates 
In theory, full membeis of the Party have numerous rights, in- 
cluding the right to hold office and vole in Paity elections, the right 
to criticize any member at the various Party meeUngs, the right to 
request information from or make representations to any Party 
offiaal or organization, and the right to present testimony when 
their personal conduct is under investigation These rights imply the 
existence of democracy within the Party and the determination of 
Party policies by a piocess of lively discussion and debate Actually, 
however, Party policies are stiicdy laid down by a small number of 
Paity leaders and little discussion is permitted Moreover, the quali- 
fications of Paity members are frequently reexamined horn the 
point of view of individual diaracter and behavior, ideological 
orthodoxy, and general devotion to the cause of the Paity, and those 
membeis who aie found wanting are cast into the outer darkness 

fro™ ^934 to 1939 some 
466,000 membeis (almost 25 per cent of the total) and 516,000 


O" Unrfemanding o/ f/ic l/SS fl , pp 96 97 

Yoik Ctrirl« Communtsm A New CimliattionZ New 

loiK Clnrles Scribners Sons, 19S6, pp 347-350 



COMPARATIVE ECONOMIC SYSTEMS 


74 

candidates (or over 50 pei cent of the total) were purged from the 
Party “ Appaiently these purges eliminated many of die older mem 
bers of the Paity, foi, aftei they were over, about half of the mem 
beis of the Party Congiess were 35 years of age or less and another 
thud of the membeis wcie under 40 Thus, over SO per cent of the 
membcis of the Paity Congress weie so young that it is scaicely 
possible dial they could lia\e been membeis of the Bolshevik Party 
before the Revolution or have taken part in the Revolution 

Mcmbeiship in the Communist Party is ordinarily a gicatly de- 
sired privilege in Soviet Russia, for it bungs the individual piesugc 
and possibly power, as viell as certain economic advantages with 
respect to tiavel, lations and shopping rights (at times), and die 
securing of desirable living quaiteis Nevertheless, membciship m 
the Party has been held down to a lemaikably low level In 1941» 
for example, die Paity included only 2,515,481 membeis and 
1,361,404 candidates for membership Duimg World War II, 
there was a rapid expansion in membership to 5,000,000 or 5,800,- 
000,^* but even such a membership constitutes a very small minority, 
or something less dian 3 per cent of the population Data on die 
internal structuie of the Party are difficult to obtain, but louglily 
three-fiftlis of die members are supposed to be industrial woikcrs, 
and faim workers or peasants may make up about one-fifth of the 
membership 

From time to time, die Party has refused to admit new adult 
members, and, in any case, it intends to depend largely on its various 
youdi organizations for its new members In this way, it secures 
young and endiusiastic members who have been brought up along 
Party lines and have been thoioughly educated in Party principles 
The youth organizations include the All-Union Leninist Commu- 
nist League of Youdi (Comsomols) whicli has some 16 million mem 
bers, aged from 14 to 23, of whom half were acquired during World 
War II, the Children’s Communist Oiganization of Young Pioneeis 
in the name of Comrade Lenin (Young Pioneers) whose membeis 
are from 10 to 16 yeais of age, and the little Octobrists who are 
from 8 to 1 1 years of age 

Commumst Party Organization The organization of the Com- 

oM T riormsky, Toward an Understanding of the USSR, p 111 

10 /bid, p 111 

VI The Soviet Union Today, p 30 

V2 Ibid , and E J Simmons, editor, USSR A Concise TIandbooK, p 
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munist Party is rather corapicv At the bottom there are many Uiou- 
sands of local Party units or cells These may estst in any factory, 
store, collecuve farm, state farm, army unit, oi other oiganiration 
which contains at least tliree Party mcmbeis These local cells are 
supposed to play an active part m the political and economic life 
of Soviet Russia Under the supervision of higher Party organiza- 
tions, they attempt to improve the discipline of die workers and spur 
them on toward die fulfillment of planned goals, attend to the po- 
Imcal education and training of piospective members, and propa- 
gandize and agitate for the fulfillment of the system’s economic 
plans Above the local cells, there are Party organizations for towns 
and cities, territories, and republics. In general, each unit is respon- 
sible to the next higher unit in the hierarchy, and its officers must 
be approved by the next higher unit The nominal head of all 


Party organizations is the All-Union Congress of the Communist 
Party, which included 1567 voting delegates when it met in 1939 
The Congress is supposed to convene at least once in three years, 
but It is obviously too large to be the effective head of the Party and 
Its meetings were suspended altogether after 1939 
When the Congress did meet, it voted unanimously to appiove 
the accomplishments, plans, and proposals of die Party leaders and 
elected a Central Executive Committee, of 71 members and 68 
alternates, to function in its stead This Committee, in turn, ap- 
points several other agencies which seem to control the actual opera- 
tion of the Party One of these, the Political Bureau or Politburo, 
originally consisted of only five members (Lenin, Stalin, Trotskyi 
Kamenev, and Bukhann) but has now been inaeased to ten It 
has complete control over the policy-making powers of the Party 
and hence of the government The other agenaes are the Oiganiza- 
tion Bureau (Orgburo), which deals with questions of personnel 
and the Central Control Commission, which keeps Party members 
in line and purges the unreliable “ 


Democracy or Dtctatorskip What sort of a government is pro- 
duad in the end by this combinaUon of democratic constitution 
and strong single political party? On the basis of the democratic 
constitution and the fact that the leader of the Communist Party 
Joseph Stalm, had not (until recent times) held any important gov- 
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ernmental office, some writeis conclude rather optimistically that 
the goveinment of Soviet Russia is a democracy in fact as well as in 
theory Thus, the Webbs hold that the Communist Party is merely a 
"vocation of leadeiship" and that its position in the Russian sclieme 
of things IS sometliing like that which a Roman Catholic order, 
sucli as tlie Society of Jesus, has or formerly had in a Roman Cath 
ohc country They claim tliat die Party influences or controls the 
policies and actions of individuals or governmental agenaes only 
by persuasion and that, if the Party wields actual political and gov 
ernmental power, it does so by “keeping the conscience” of its 

^ genuinely popular 

On the whole, however, there is little difference of opinion as to 
the actual nature of the present government of Soviet Russia In 
spite of the democratic facade which the constitution piovides, the 
government is a dictatorship of the most absolute and complete 
variety, with the leaders of the Communist Party in full control In 
the first place, the Party dommates tlie electoial pioccss In theory, 
any citizen can run for office and be elected In actual elections, 
while several candidates (for the legislature, say) may be nominated 
in each electoral district, all of the candidates except one usually 
withdraw before tlie election is held and only one candidate m cadi 
district IS actually presented to the voters The surviving candidates 
are those foitunate individuals who hai'e the approval of tlie Party, 
aldiough tliey are not necessanly all Party members Moi cover, 
they are likely to run for office on the basis of a platform sponsored 
by the “election bloc of Party and non-Paity people,” which 
would make any independent candidate almost automatically a 
counter-revolutionary In the 1937 elections, 96 8 pei cent of the 
eligible voters went to the polls and 98 6 per cent of the votes cast 
favored the single candidates sponsored by the Party « Moreover, 

81 per cent of tlie members elected to tlie Soviet of tlie Union and 
71 pet cent of those elected to the Soviet of Nationalities, were 
members or probationaiy membeis of the Communist Paity” 
After 1937 there were no new elections to the Supreme Soviet unul 
February, 1946, when 110,000,000 voteis, oi almost all those eligible, 
went to tile polls and again showed staitling unanimity in voung 


1“ Sidney and Beitnce Webb, Soviet Commimiim A New Civilrzntion^ p 310 
T Flonnsky. Towaid an Understanding of the VJSSR, d 112 
Ibid , p 142 
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for the official candidates Such results, of course, would be un- 

tlimkable under a real dcmoaacy 
Again, tlie Communist Party maintains Party officeis or agencies 
to raatdi the vaiious officeis and agcnaes of tlie goiemment The 
soviets or councils of localities, distiicts, regions, piovmccs, and 
republics are paralleled by Paity units or organuations in all these 
geographical subdivisions The All-Union Congress of the Com- 
munist Paity IS tlie counteipart of the Supreme Soviet, or national 
legislature, the Central Evecutive Committee of the Patty is similai 
to the government’s Counal of Ministers, and so on thiough the 
long list of governmental offices and agenaes In practically all 
cases, there is a consider able duplication of personnel between the 
Party and governmental offices and oiganirations At the end ol 
World War II, Stalin was Seaetaiy-Gencral of the Party, membei 
of tlie Orgburo and Politburo, chairman of the Council of Min- 
isters, and Supreme Commander-In-Chief SK vice-chanmen of tlie 
Council of Ministers weie also members of the Politburo Zdhanov, 
the chairman of the Supreme Soviet, was a member of the Scae- 
tariat, Politburo, and Oigburo of the Party, and so was Malmkov, 
one of the members of the Presidium “ 

The results of these conditions are not at all difficult to imagine 
The Supreme Soviet is a mere figurehead Its members appiove 
the accomplishments and proposals of the Party leaders unani- 
mously and almost without discussion, laws desired by the leaders 
are passed automatically, and the peisons appointed by the Supreme 
Soviet to be judges, piosecutors, oi members ol die Counal of 
Ministers are those who aie approved and suggested by the Paity 
leaders The Party itself apparendy has considerable legislative 
poweis, for its leadership issues direcuves with the foice of law to 
various government departments and many laws come into force 
under the joint signature of the Party Secretary and die Chairman 
of the Council of Ministers The various governmental officers 
pursue objectives which are laid down by die Party leaders and use 
methods approved by these same authorities, while the State Plan- 
ning Commission makes its economic plans for the country as a 
whole on the basis of geneial goals or objectives which are pro- 
vided by the Party leadeis In all governmental and economic 
matteis, there is no overt opposition to die will of the Party as 
expressed by us leaders 

16 Communism in Action, p 98 
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As if these things weie not enough, the Patty has at its disposal 
an elaborate oiganization for tlie “piotection of the legime" It 
maintains a large and well-tiained seciet police, which has had 
virtually unlimited poweis, including tliat of life or deatli ovei the 
individual, and which operates largely outside the rouits and 
established judicial piocedure of tlie countiy This seaet police 
(N K VD) IS intended to discover and destioy all counter-i evolu- 
tionary and anti-state activities Counter-ieiolutionaiy activities are 
said to include any actions diiected towaid the overtlirow, under- 
mining, or weakening of the goveinment of tlie U S S R oi parts 
of tlie basic economic, political, or national conquests of the piole- 
tarian revolution, the undei mining of State industry, tiansporta- 
tion, commerce, money and credit, oi cooperative activities, or tlie 
intentional nonfulfillment of definite duties or negligence m their 
fulfillment with the intent of weakening the Soviet Powei or dis- 
organizing state machinery Anti-state activities include actions 
which are not counter-revolutionary but which lead to the disorgan- 
ization of the regulai functioning of tlie administrative or economic 
organs of government and involve lesistance to such oigans, inter- 
ference with their woik, violations of laws, or other activities which 
weaken the power and integrity of the State Cleaily, this oiganiza- 
tion has the power to crush completely any latent opposition to 
the Communist Party Under its ividespiead and efficient opeiation, 
the vaiious rights which the Constitution "guarantees” to the indi- 
vidual citizen (with respect to freedom of speech, fieedom of the 
press, freedom of assembly, freedom from arbitiary ariest, the 
inviolability of homes and conespondence, and otlier matters) mean 
very little if anything 

In paiticulai, the guaiantee of freedom of religion is thought to 
have been honored in the breach by the Communist government 
of Russia, but this is not altogethei sui prising in view of the alleged 
unsavoiy cliaiactei of the foimei Russian Oithodox Church The 
last Tsar, as absolute head of the Chuicli, had the disieputable 
monk, Rasputin, as his spiritual adviser The village priests were 
uneducated and venal, the monasteries have been called “nests of 
miracle-mongering,” and the chmch in general mixed a great deal 
of supeistition and pagan magic with its religious senaces and rites 
After die revolution, many excesses were committed against the 
Chuich The properties of cliurches and monasteries were confis- 
cated, priests were disfranchised, deported, placed in confinement, 
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or e\en killed, and chtnclies wcie iransfoimcd into dubs, granaries, 
and wai chouses 

In later )eais, before World Wai II, the atuuidc ot the go\crn- 
ment towaid lehgion moderated somewhat In fact, thcie was 
freedom of religion in a icstiictcd sense There was appaiently no 
law against the belief in oi practice of icligion, religious sci vices 
were held, events sudi as births, mainagcs, and deaths could be 
solemnised by leligious rites, and leligious tiaimng could be gnen 
by parents in die home On the othei hand, this ficedom of icligion 
was counteracted by freedom of anti-rehgious piopaganda, and the 
government was definitely on the antwchgious side ol die question 
The cliutdi was completely separated horn die state and fioni die 
educational processes of die country', it svas a scuous oilcnsc to 
propagandize in favor of religion, no religious books could be 
published or imported, and chuidi gioups could not operate 
foundations, chanties, or rccicauonal piojects The government 
operated anti-religious museums and in general was pcisistcnt in 
its efforts to convince the people diat ichgious activities wcie 
rather simple and stupid and that they have no place in the modern 
socialized economy 


During World War 11 the Russian government and Communist 
Party came to take a much more favorable attitude lowaid icligion 
The church cooperated actively with the govcinmcnt m the prose- 
cution of the war. and it came to be defined as a useful and loyal 
element in society Soviet citizens were allowed to attend religious 
semces freely, additional churches were opened, antt-rchgious 
propaganda came to an end, godless publications were suspended, 
and anh-rehgious museums weie closed In 1943. Stalin declared 
foat the government would have no objection to the election of a 
Patriarch of the Russian Orthodox Churdi, denied since 1925, and 
one was duly elected The government permitted the publication 
of a montlily magazine by the Patuardiate, and a holy-candle 
factory wm started Permits were issued for the opening of ten 
Geological seminaries by August 1. 1945 Religious instruction was 
no longer restricted to the home but could be given to groups ol 

toaJs for use m Its seivices and could older quantities of testa- 

™ depended 

upon government permissions, rather than on new legislation, and 

i»/bid,pp 129J31 
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It remains to be seen ivliether they represent a new peiitiancni 
policy or only a temporary expedient deemed appropriate under 
wartime conditions 

The Communist dictatorship also helps to perpetuate itselC 
through Its absolute contiol over the educational system of Russia 
According to official reports, Soviet Russia is making enormous 
strides in increasing the numbers of students m schools and colleges 
and in reducing illiteracy, but there is no doubt that tlie educational 
process is used for political purposes That is, the teachers must be 
"politically reliable" and the task of the students is, above all else, 
to learn devotion to socialism, economic planning, and the pim- 
ciples of the Communist Party Opportunities for discussion, as 
contrasted with learning by rote, are extremely limited, especially 
in connection with social and economic matters 

Finally, the Communist dictatorship strictly controls the leisuie- 
time activities of tlic citizens 

The amount of time allotted a worker depends upon the type of 
work he is engaged m and the quality of his performance The places to 
whidi he may go m search of rest and recreation are likewise determined 
for him The groups within which his leisure time activiues are per- 
formed are organized and activated by Communist Party members The 
sports in which he participates are designed to strengthen his physical 
power and skills for military and for labor purposes His cultural activi- 
ties during leisure time are further conditioned by the political control 
of newspapers and books, plays or movies, and radio programs or musi- 
cal concerts 20 

If there is any thought that our description of the Russian dic- 
tatorship IS overdrawn, we may say that some wi iters deal much 
more harshly with the subject One writer, for example, has sug- 
gested that the Russian system is leally capitalistic m character, 
with the Party leaders occupying the places of tlie former capitalists 
The ordinary citizens receive a bare subsistence, and all income 
above this minimum goes to the Party leaders and bureaucracy 
The "vow of poveity” and Party maximum salary are said to have 
been mere mytlis for many years Party members leceive salaries 
winch lun up to 30 times as high as those of ordinary workeis, and 
high Party officials enjoy eight-ioom apartments, numeious servants, 
the use of country estates and rest homes, fleets of automobiles with 
chauSeurs, and plentiful quantities of all kinds of scarce consumers 
goods Most of the work is done by various specialists, such as 

20 Jbid , p 125 
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engineers, scientists, accountants, and technicians, who receive both 
moderate salaiies and blame loi cvcrylliing that goes niong Thus, 
while the lives of Paity officials may be short, they should be 
men y SI 

The NKVD, is accused sometimes of conducting a icign of 
terroi and of punishing many ratlier innocuous activities as counlci- 
revolutionary Among the things whicli have led to scveic punish- 
ment as counter-ievolutionar^' actions, wrecking, oi sabotage aic 
refusing to set impossible goals for economic plans, slowing down 
pioduction to avoid the breakdown or lapid dcteiiotaiion of 
raaclunery, refusing to falsifv accounts and iccords to please tlie 
leaders, trying to get a fan price for expoiis and so selling less 
than planned amounts, complaining about such tilings as lioitrs, 
wages, or food lations, oi failing to "volunteci" to svork ovcitimc 
01 on "free" days when asked by Paity officials The vicums of 
die NKVD are said to be seized widiout wairant, condemned 
svithout trial, and sent to prison camps where, m the face of 
inhuman tasks svith the death penalty for non-fulfillment, most of 
die prisoneis die and the otheis eke out a houiblc c\isicncc With 
many industries opeiated by convict labor, the NKVD is said to 
play an important part in the economic functioning of tiie system “ 
It is difficult to discover the exact extent to whidi these additional 
charges against the Communist Party and its dicta toi ship aic tiiic, 
but there is no doubt about the existence of die dictatorship itselfi 
with control m die hands of the leadeis of the Communist Paity 
The control of the Paity extends not meiely to economic and 
political affaire but to sucli matteis as education, icligion, and olhei 
soaal institutions as well The Russian dictatoiship is the veiy 
antithesis of that political and economic democracy which model n 
socialists expect to have in then ideal system 


Q.VESTIONS 


1 The government in a capitahsuc economy must be democratic, while 
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2 Must the government of a capitalistic economy follow a policy ot 
latssez-faire with regard to economic activity? 

3 "In practice, the governments of capitalistic economies interfere with 
economic activity to a considerable extent and own and operate 
numerous enterprises and industries" Illustrate 

4 Precisely what do socialists mean when they say that the government 
of their ideal system would be a democracy? Explain 

5 Indicate the problems which might be encountered in attaining the 
type of government whidi the socialists propose 

6 "The government of a sociahstic system might be set up as a democ 
racy, but it would develop into a dictatorship before very long" 
Show whether you agree 

7 Compare the actual government of Soviet Russia with the govern 
ment proposed by modern soaalists for their ideal system 

8 How does the federal government of Soviet Russia differ from the 
federal government of the United States? Explain 

9 In what important respects does the present government of Soviet 
Russia differ from that which prevailed between 1923 and 1936? 

10 "In the United States, the powers of the federal government are 
divided among three branches, known as the executive, the judiaary, 
and the legislative departments Each of these departments has care- 
fully circumscribed functions and is rather independent of the otlier 
departments ” Compare this situation with that which exists in Soviet 
Russia 

11 Discuss the significance of the Communist Party in connection with 
the government of Soviet Russia 

12 How does the Commumst Party control the government of Soviet 
Russia? 

13 "Russia at the present time has a highly democratic constitution bat 
her government is an absolute dictatorship ” Show whether you agree 

14 "In answer to the question of whether Soviet Russia is a political 
democracy, it is clear that, on the basis of tlie 1936 Constitution, the 
USSR IS the most inclusive and equalized democracy in the world 
Show whether you agree 

15 “If the Russian government actually lived up to the 1936 Constitu- 
tion, It would closely approximate the government proposed by 
modem socialists" Do you agree? Explain 
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The Government of Biitatn under PaitiaJ Soctahsm 

The Constitution The government ot the Untied Kingdom o£ 
Great Britain and Northein Iieland has been regarded by many 
people as almost a model of democratic government It operates 
under what is usually called an unwritten constitution, but this 
means meiely that the constitution, unlike tliat of die United 
States, is not contained in any single document and has to be 
pieced together from a large number of enactments, such as the 
Magna Carta, the Bill of Rights, the Habeas Corpus Act, and the 
Parliament Act In addition the constitution includes a number of 
conventions which are generally regarded as binding even though 
they are not a part of any formal statute The constitution of 
Britain can be amended at any Ume by an ordinary Act of Parlia- 
ment Thus Parliament extended its own life in 1939 , in order 
to avoid an election during wartime, m spite of the rule which 
requires an election of Parliament at least once in every five years 
The King Although the King is the nominal head of die BriUsh 
government, he really has only one important constitutional func- 
tton— that of choosing a new Prime Minister when the incumbent 
*es or resigns He must approve all laws enacted by Parliament, 
but has no veto power He is the head of the Church of England 
and on the advice of the Prime Minister, appoints Bisliops and 
^chbishops He is also nominal head of the Army, Navy, and 

IT orce, and of the executive department of government all 

state property being vested in him In practice, the King is most 
important as a kind of elder statesman in the government and as 
a living symbol of Great Bntain and the British Empire 
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The Legislature The supreme agency of goveinment in Biitain 
IS the legislatuie, or Pailiament Any laiv passed by both houses of 
Pailiament not only must be accepted by the King but is also 
absolutely binding on the couits The House of Commons has 517 
membeis fiom England, 74 from Scotland, 36 from Wales, and 
13 fiom Noithein Ii eland, oi a total of 640 The qualifications 
foi membeiship in the House of Commons are veiy mild Witli 
only a few exceptions, any British citizen who is 21 yeais of age 
may be elected, and there is no lesidence requirement It is rather 
common foi a constituency to elect someone who lives in an alto 
gether diffeient section of the country Elections must normally be 
held at least once eveiy five years but they are usually held when 
ever the Government is defeated on a vote of confidence m the 
house, and also whenever tlie Piime Minister decides that an 
appropriate tune has ai rived for testing the opinion of the country 
Speaal elections, called by-elections, aie held whenever a member 
of the House dies or resigns 

The House of Lords has about 750 members, including the 
Royal Dukes, tlie hereditary peers of Great Britain (of whom there 
are about 675), 16 representative peers of Scotland, 14 lepresenta- 
tive peers of Ireland, 7 Lords of Appeal in Oidinaiy, and 26 Lords 
Spiiitual (the Archbishops of Canteibury and Yoik and 24 Bishops) 
Most of tlie work of the House of Loids is done by membeis who 
have received their titles during their lifetime instead of inheiitmg 
them While the House of Loids actually passes legislation as well 
as debates matters of geneial impoitance, its legislative powers aie 
strictly limited Any “money bill,” oi one whicli contains only 
provisions concerning taxation or the payment oi appropiiation of 
public funds, becomes law even if die Loids do not pass it, piovided 
that it IS sent up to tlie Lords at least a month before the current 
session ends Moreover, any bill passed by the House of Commons 
on three occasions over a period of at least two years will become 
law even though the House of Lords does not approve it ' 

It is clear, then, that die House of Commons is the moie im- 
poitant part of the legislature, but this does not necessaiily mean, 
as Gilbeit and Sullivan said in lolanthe, that the House of Lords 
"does nodiing in particular but does it veiy well " Some bills are 
actually inauguiated in die House of Lords, and others wlndi 
come up from Commons aie amended both in form and m sub 
stance Moreover, dirough its powers to delay the passage of most 
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types of bills for two years, the House of l^ids maj pcrfoim a 
useful function in prcicniing the enarimcni of liasu oi cMrtiiic 
legislation by the House of Commons 

The Pwne Mtmstcr and Cabinet I he cvctuiivt* dcpaitmcnt ol 
the British goicnimtnt is headed in piacticc by the Punic Minisici 
and his Cabinet When a new Pailiamcnt has been elected, it is 
die King’s duty to select the Piinic Minisiei fioni the political paity 
whidi has a clear majoiity in the House of Commons fills lash 
IS not usually diffiailt, for each paity normally has a leader who is 
all groomed for taking oscr the position of Piime Nfinistci, but the 
situation may become complicated if no one party has a clear 
majority m die House The Piime Mtnistci in turn chooses his 
Gosernment, including members of the Cabinet and othci less im- 
portant Ministeis The numbei of Cabinet mcmbcis is variable, 
but usually runs between 20 and 25 Certain postuons m the 
Government, such as the Loid Chancelloi, the Chaua-lloi of die 
E\cliequcr, the Home Sccrct.Hy, and the fust Loid of the \d- 
miralty, always cnnilc the lioldcis to be mcmbcis of the Cabinet, 
but others may or may not 

While diey remain in power, die Piimc Mimsici and Cabinet 


have almost complete conuol over die whole machinciy of govern- 
ment In odiei words, the legislature, while supreme in power, 
W'dl do as the Prime Mmistci and Cabinet ask, as long as it has 
confidence in Uitm, and, if it loses confidence, the Government will 
be overthrown and a new Piimc Minister and Cabinet selected. 
In particular, all lesponsibility for raising and spending money is 
concentrated directly in the Piime Minister and his Cabinet The 
primary function of die Cabinet is to inmate and sponsor legisla- 
tion In the recent vvai period all legislation was official and 
individual members could not introduce bills, but even in peace- 
time about 90 pel cent of all law’s enacted by Parliament aic 
introduced by members of the Govemmenu Most Cabinet members 
^ also heads of governmental departments and arc responsible 
tor Uieir administration While most of the detailed executive 

(Peimanent. Second. Puncipal 
Seaetanes. and Uieir undei lings), it is the 
d lameTf th """ Paihament Thus, die Cabinet has 

^^tnmistration of the government 
It usually functions as a body becanse, except under most 
arcumstances. the entire Cabinet falls if one of its me^rf^ 



86 COMPARATIVE ECONOMIC SYSTEMS 

. The Judiciary and Court System The couit system for aimmal 
cases in Biitain luns all ilie way from tlic local courts conducted 
by magistrates, oi justices of the peace, up tliiough Petty Sessions, 
Quartet Sessions, and Assi/e Courts to the Couit of Criminal Appeal 
Police officeis take charge of the piosccution in numeious less im- 
poitant cases, but in otheis sohcitois or bairisteis may lepresent the 
prosecution Theie is also a Diiector of Public Prosecutions who 
handles the piosecution in murder cases and otheis wliicli cannot 
be handled in the usual way The court system for civil cases runs 
from the County Courts at tiie lowest level up to the Court of 
Appeal, the High Court of Justice, and the House of Lords, which 
hears a limited numbei of cases on appeal each year The judges 
of most of the courts are appointed by the Lord Chancellor, tliough 
some are selected by the Piime Minister As previously noted, no 
courts have the power to declaie laws unconstitutional 
Individual Rights The citizens of Britain for many years have 
enjoyed viitually the complete list of individual or civil rights 
With the exception of peers, cnminals, and lunatics, eveiy man and 
woman over the age of twenty-one has the right to vote It is ^ 
fundamental piinciple of Biitish law tliat individuals cannot be 
detained in custody except on a speafic ciimmal charge or con- 
viction, and the courts aie requiied to look into eveiy detention 
of an individual if they aie called upon to do so British citizens 
have freedom of tlie press, subject only to the laws of sedition and 
criminal libel, and freedom of speech provided that they do not 
infringe the laws against sedition, blasphemy, disorderly conduct, 
and so on Fieedom of assembly is also virtually complete In spite 
of the fact that there is an established churcli in England, the 
English citizens, like those of other parts of Britain, have complete 
freedom of conscience in matteis pertaining to leligion These rights 
of British citizens do not depend in general on specific guarantees 
embodied in the constitution, as in the United States They depend 
rather on the continued vigilance of the public and the common 
sense of twelve men in the jury box in individual cases, which make 
everyone connected with British government reluctant to take any 
action which might interfere with individual freedom 
British Government under Socialism The government of Britain 
which we have described so biiefly is not only demoCTatic in char- 
acter but also seems to correspond faiily well to the model set up 
by modem soaalists for their ideal system, as described in the 
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picccding chnptcr Since llie Labor Paiiy scciiicd contio) o[ llie 
government, and the light to put its piogrant of paiiial socialism 
into effect, tliiough the cii!.tom.uy piocess of winning a gcncial 
election (in July, 1945), many people conclude that in Biitain ive 
shall have oui fiist valid example of a coiintiy which combines 
socialism m economic matters iiitli dcmociacy m goveinmcnt 
Howciei, IVinsion Churchill, tlie Icadci of “Ills Majesty’s lo)'aI 
opposition in the House of Commons,” chaigcd, in Oclobei, 1917, 
that the socialist lulers of Britain were stripping the people of then 
haid-won hbeities and i educing them to Iiclpless sciidom‘ IIis 
indictment contended that the Labor Goveinmcnt is making cieiy 
effort to keep people fiom going abioacl, that it is cxcicising 
censorship ovei newspapeis in effect by manipulating the paper 
shortage and otliei shortages, that die goveinmcnt is opening 
individuals’ letters on the pictcvt that people may be sending 
valuables out of the country (a polic)’ wliicli might readily develop 
into the persecution of individuals whose ideas aic unfavoKiblc to 
the present regime), and that the government has asserted its power 
in time of peace to choose or change the occupations of the indi- 
vidual citizens Mr Churchill complained fuither tliat the Labor 
Government has made the daily lives of the people subject to 
literally thousands of regulations and controls in the enforcement 
of which a multitude of government officials, largci than any aimy 
which Britain had maintained in peacetime in the past, is con- 
tinually employed Finally, he said, the government has invented 
hundreds of new crimes for which imprisonment or penal sei vitude 
may be inflicted AVhile these charges were probably not witliout 
some political bias, the fact that they could be made in late 1947, 
before the program of socialism in Britain had moie tlian gotten 
well under way, suggests that we might well wait a while before 
concluding that socialism in Biitam will be able to combine huge- 
scale economic and social plannmg with a full measure of indi- 
vidual rights and liberties, and deraociacy in government 

The Government under Fascism 

In the present discussion of fascist government and in later 
chapters we shall use Germany and Italy as examples of the fascist 
type of system Many of the other countries which are sometimes 

1 The Chicago Tribune, October 5, 1947 
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placed in the fascist category either did not have nearly so cleai cut 
a development of fascism as did Geimany and Italy oi weie far 
less important economically 

The Rise of Fascism in Italy The Fasast movement in Italy arose 
out of the confusion and chaos which prevailed after Woild War I 
Dissatisfaction with the results of Italian pai ticipation in the war 
was general The cost of the war in terms of wealth and manpower 
had been heavy, inflation had placed severe burdens on the Italian 
citizens, and depressed economic conditions after the war had 
tin own large numbers of industrial employees out of work More- 
over, Italian gains from the war seemed trifling and insignificant 
Italy faced serious problems of economic readjustment and seeined 
unable to get started toward their solution 

The Italian government apparently could not take deasive action 
in the postwai emergency Political paities were numerous m the 
Italian system and it was generally impossible for any one paity 
to obtain clear-cut control of the government The result was a 
succession of short-lived coalition governments which were incap 
able of dealing effectively with the problems of the day Since the 
political leaders who had carried Italy into and through the war 
were both exhausted and disaedited in the eyes of the people, the 
government lacked leadership and there seemed to be no one who 
could form and maintain a really stable government At times it 
even appealed that the Italian system might be oveithroivn by a 
socialist or communist revoluuon Duiing the war period, the 
membership of the Italian Confederation of Labor had inci eased 
by about ten times, and many of the trade union members were 
also affiliated with socialist, communist, and syndicalist oiganiza- 
tions Suikes, riots, general strikes, sit-down stiikes, and other 
distuibances marked the early postwar peiiod and caused gieat 
concern 

The Fascist movement had its beginning in March, 1919, when 
Benito Mussolini, formeily a revolutionaiy socialist, and a rather 
small band of followers founded the first of the Fasci dt CombatU 
mento, or fighting squads, at Milan This original oiganization was 
soon duplicated in many cities and towns all over Italy For some 
time aftei their organization, the new Fasci lived up to then name 
of "fighting squads," for their chief activity seemed to be fighting 
w’lth opposing groups, and cspeaally with the Socialists and other 
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ladical oiganizations, and then paittcipaiion in political actniiy 
was conspicuously unsuccessful 

The question of u hat the Fascists stood foi in these cai ly days is 
not an easy one to ansuci Then patty piogiatn foi the 1019 
elections was hbeial and dcmociatic, if not dow might socialistic in 
cliaractei Houever, it became cleat that they could not catch many 
political fish with diis bait and, as sttikcs, iiots, and conflicts uith 
the Soaalists and othei ladital gioups ina cased in numbci and 
seierity, they turned ratlici quickly to a stiongly nationalistic and 
anti-socialistic policy In this way, the Fascists wcic able to attiact 
the suppoit of latge mimbeis of industi lalists, landowneis, profes- 
sional men, shopkcepeis, students, and foimci soldicis and army 
oEcers The woikeis, foi the most pan, belonged to the vaiious 
radical gioups In its eaily days at least, Fascism was anything but a 
svoiking<lass mosement 


With increasing suppoit all over the country, the Fascists became 
even more aggressive politically and moved toward powei by means 
of methodical violence The tactics of the Fascists bore some fiuit 
in the 1921 elections, for thirty-five Fascists, ten Nationalists, and 
several sympadiirers sveie elected to die Cliambei of Depuues, with 
Mussolini as the leadei of the group In 1922, conditions m Italy 
went from bad to woise Riots and avil disturbances inci eased m 
numbei and intensity, the lapidly dianging cabinets of die govern- 
ment became more and moie powerless to deal with the emergency 
and achieve law and ordci, and the Fascist Paity increased in 
numbers and strength until in October it ivas ready to make an 
attempt to take over the government of Italy It was on October 26, 
1922 that some fifty to seventy thousand Fascists began the famous 
larch on Rome,” led by the Fascist quadrumvnate of Balbo 
Bianchi, De Veccht, and De Bono, while Mussolini waited m Milan’ 
ace with this situation, the cabinet made a desperate attempt 
JO act at the last moment and declared a state of maitial law but 
me King refused to sign the decree Instead, he summoned Musso- 
iini to the capital and appointed him Prime Minister 

slu?T immediately become a dictator- 

mip In the beginning, the Fasasts had control over only about 50 

of ^ f T Chamber of Deputies, or lower house 

vartt“ 1 

the non-Fascist ministers However 

Chamber of Deputies, by a vote of 215 to 80. gave full powei’ 
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to the new government for a year so that it might pursue certain 
necessary leforms without the limiting influence of parliamentary 
formalities The Fascist goveinment proceeded to steal much of the 
tliundei of opposition groups by reducing taxation, balancing the 
budget, and enthusiastically pushing a piogram of social legislation 
and low-cost housing Some of tlie activities of the goveinment were 
very unpopular with large numbeis of Fascist Party membets and 
a split within the Party ensued The Party was then “rcoiganued 
and puiified," tens of thousands of membeis were ousted, and con 
trol of the Paity was even more strongly centralized in the hands 
of Mussolini 

Any hopes that the Fascist Paity, now that it was m power, 
would settle down to sobriety and model ation in its political 
activities were quickly dashed Mussolini had increased the regular 
army from 175,000 to 275,000 men, and the foimei fighting squads 
of the Party were leoiganizcd into a Blackshiit militia of 190,000 
men, sworn to the peisonal service of 11 Diicc The piogiam of 
violence and suppression of the opposition continued apace In the 
summer of 1923, the Party forced a new electoral law through tlie 
legislatuie, which provided tliat the party which secured the laigest 
number of votes in an election would be entitled to two-thirds of 
the seats m the Chamber of Deputies, witli the other seats being 
divided among tlie lemaining paities in proportion to the votes 
leceived The following election of April, 1924, solidified Fascist 
control over the Chamber of Deputies Finally, in January, 1925, 
Mussolini announced that fuitliei cooperation with opposition 
groups had become impossible and tliat henceforth the Fascist Paity 
would lule the country on the basis of a one-party system, without 
the assistance of the gentlemen of the opposition 

From tins point on, the opposition was simply ovei whelmed 
Many repressive laws were passed, labor oigamzations were elimi- 
nated, political parties and cultuial societies were smashed, tlie 
newspapers were bought off, muzzled, or destroyed, all personal 
rights and liberties of individuals were taken away, governmental 
positions were filled with loyal Fascists, and the old organizations 
of government completely lost their power The genuine dictatoi- 
ship of the Fascist Party had begun and the government was re- 
molded along tlie lines of the new Fascist political philosophy 
The Rise of Fascism in Germany The condition of Geimany m 
the first few years after World War I was even worse, if possible. 
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than that of Italy In spite of tremendous hardships and sacrifices, 
Germany had "lost” the war, tlic emperor had abdicated, and the 
goveinment had been overthrown The Treaty of Versailles, whidi 
Germany had signed under considerable duress, held her responsible 
for the war, compelled her to make reparations payments, limit 
armaments, and deraihtarire tlie Rhineland, and imposed senous 
direct losses of resources and faaliues for production Before Ger- 
many could get well started along the road to economic recovery, 
she was prostrated again by the terrible pei lod of currency inflation 
which culminated in 1923 The value of tlic maik depreciated 
tremendously and prices rose to astronomical levels Investors, peo- 
ple with fixed incomes, and members of the middle class m general 
were extremely haid hit and, in most cases, completely mined by 
the inflation, while unscrupulous speculators weie able in some 
cases to amass large fortunes In the latter days of tlie inllationaiy 
period, production, employment, and economic activity in general 
were at low ebb 

It was in these troubled years after tlie war tliat National Social- 
ism (fascism) got its start Adolph Hitler, soon to be the leader of 
the movement, was unknown in 1919 He was an Austrian, had 
migrated to Germany in 1912, had served in tlie war as a corporal 
in the army, and had been wounded and gassed In 1919, he 
attended a meeting of the so-called German Workeis Party, a 
poliucal organization of only 28 members, which had been founded 
in the same year by one Anton Drexler, a locksmith Hitler joined 
the party, becoming its leader in 1921, and its nanle was changed 
to the National Socialist German Workers Party The Party adopted 
an official program or platform written by an engineer named 
Gottfried Feder The platform contained a great deal of nation- 
alism and some ideas which might be construed as socialistic, but 
very little indeed to indicate that the Party represented the interests 
of the workers It also contained a strong flavor of racialism or 
anti-Semitism, which the name of the Party did not seem to imply 
On the whole, the platform clearly indicated a desire to appeal to 
2 large number of classes of people and to be all things to all men 
In spite of Its many-sided appeals for support, the National 
Socialist Party did not grow nearly so rapidly as its leaders had 
hoped It would Nevertheless, Herr Hitler, in collaboration with 
General Ludendorff, led the organiation' into a revolt against the 
Republican government of Bavaria m November, 1923 If this 
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ventuie had succeeded, the Nayis might have come into power in 
Germany only about a year a£tei the Fascists had seized control in 
Italy However, die revolt failed, and Hitler was arrested, tried, 
and convicted, along with many of his henchmen Because of tlie 
modeiation of die government then in power, Hider received 
meiely a short prison term for his tieasonable activities Dm mg his 
stay m piison, he is supposed to have written his book, Mem 
Katnpf, wliicli was to become die Party Bible At diis time, tlie 
National Socialist movement was at low ebb 
In the yeais from 1924 to 1929, Geimany was at peace and 
enjoyed a fan degiee of prospeiity, though her economic recovery 
seems to have lesulted largely bom huge loans seemed abroad for 
purposes of reconstiuction and improvement While die prosperous 
peiiod seems to have been of the “Indian Summer ” variety, the 
National Socialist Party made relatively little piogiess duiing tlie 
period In die elections of May, 1928, £oi example, the Party 
received only some 800,000 votes and captuied only 12 seats in the 
Reichstag However, the period of die gieat depression was dis- 
tinctly another story The depiession ai rived eaily in Germany, 
and Its economy suffered gieady because of its incomplete lecovery 
from die war International trade almost disappeared, the sources 
of foreign a edit dried up, and the numbei of die unemployed 
grew to 6,000,000 or about a diird of die number previously em- 
ployed It soon appeared that the system could not continue as it 
was That is, either the conservative groups, such as industrialists 
and landowners, would have to take stiong action to letain their 
dominant position, or some radical group oi groups would come 
into power and alter the system to then liking 
The German labor oiganizations had giown steadily in numbers 
and power since 1924, and many of then membeis belonged also to 
the various radical political parties Stiikes, picketing, and mass 
demonstiations were very disturbing to die conservative gioups 
It is a much disputed question whether the radical groups could 
actually have taken over the governmental and economic system, 
since these groups were so numerous and so completely unable to 
get along and cooperate with eadi odier, but there is little doubt 
that the Geiman industiiahsts and landoivneis were desperately 
afraid drat Communism was m prospect In this situation, tliese 
conseivative groups apparently turned to die National Soaalist 
Party as a possible bulwaik against Communism The Party had 
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something of a following among the lowei middle-class gtoiip, 
whose support was needed by the industnahsts and landownas, 
and the Party itself seemed about as confused as the people it was 
trying to attract The Paity piogram contained some elements cal- 
culated to please almost all groups m the population, and it seemed 
(at tlie ume) that it could be made into almost anytliing and used 
for almost any puipose At any rate, leadeis of the conservative 
groups conferred with Hitlei, and tlie Party recened financial and 
other support fiom die industnahsts and landowneis, both openly 
and secredy 

The power of the National Socialist Party giew rapidly in the 
depression period Tlie votes which it was able to command in- 


creased from 800,000 in 1928 to 6,409,000 in September, 1930, and 
13,779,000 in July, 1932 However, tlie total vote obtained by the 
Party fell off to 11,737,000 in November, 1932= In 1932, Hitlei was 
defeated for the piesidency by von Hmdenburg, but even in defeat 
he received 11,300,000 votes on the fust ballot and 13,400,000 in 
the run off election > In November, 1932, Hitler was offered a posi- 
tion in die cabinet of the national government, but he rcluscd to 
serve Finally, m January, 1933, aftei another cabinet crisis, he was 


called in by President von Hindenbuig and made Chancellor of the 
German Reicli National Socialism had come into power 
Many factors played a part in the rapid growth of the National 
Socialist Paity after 1928, in addition to the important measure of 
support given by die landowners and industrialists One was un- 
doubtedly unemployment Large numbeis of recruits to the Party 
came from the ranks of the unemployed, including as many as 60 
to 70 per cent of those joining the Storm Troopers in the large 
ciUes ♦ Again, the children of the war years had just come of age 
Many of them had experienced only unemployment, hardship, and 
^verty, had lost all faith in the existing system, and were ready 
to tolloiv any leader who promised a way out As one writer has 
attracted to the Paity by its militant chaiacter, 

the fights, and the heroic 
trappings and phiaseology It offered a strange mixture of brutality 
cial pride, anti-Semitism, vague radicalism, romanticism, and sen- 

Macimllan Corapan,. 


Co^aJy.wTpp NwYork Tbc MacmUlan 

*Ibtd, p 43 
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timentality whicli just seemed to suit the confused young citizens 
of Gemany® Otlier factois often mentioned tvere the magnetic 
peisonality and effective oratory of tlie leadei of the Party, the 
skillfully staged mass meetings, the improved Paity organization, 
the constant campaign of piopaganda and agitation, and the clever 
lies and distortions of tlie truth which the Party placed befoie the 
people “ 

The Party also grew because of its ability to appeal to several 
different classes of people The early members of the Party have 
been referred to as "Maladjusted demobilized professional soldiers, 
soldieis of fortune, social misfits, and cranks, white collar prole 
taiiat of frustrated intellectuals and unemployed clerks — a stiange 
motley of hooligans, criminals, and idealists ” ^ Later, in 1928 and 
after, members were lecruited from the lower middle class and 
finally from the industrialists and landowners The army was rather 
indiffeient to the development of the movement, while Socialists, 
Communists, Catholics, and, in general, tlie laboring masses were 
not tempted by the glittering prospectus which the party offered 
Undei the Weimar Republic, the Geiman government whicli was 
replaced by the system of National Socialism, Germany had had a 
parliamentary form of government modeled after the French an 
English systems The chancellor and the ministers were responsible 
to the Reichstag, which was elected by universal suffrage and pro 
portional representation The second chamber of tlie legislature, 
the Reichsrat, was made up of representatives of tlie various Ger- 
man states The president was elected by popular vote for a seven 
year term and could succeed himself indefinitely The system also 
provided foi direct legislation by way of popular initiative an 
referendum , 

However, m spite of various concessions which were obtaine 
from Germany’s former enemies in regard to the application of the 
piovisions of the peace treaty, the government under the Weima^ 
Republic was never able to get nd of the stigma which was atwclie 
to It because it had (very unwillingly) yielded originally to t e 
demands of the Allies Moreover, tlie democratic goveinment pro 
vided by the Weimai Republic functioned none too well m ti® 
hands of a German people who were acaistomed to autocracy an 

» Ibid , pp 43 45 

«K Lcowenstcin. Hitler's Germany, pp 5-7 
r Ibid , pp 4, 5 
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go\ernment b) force In the foviriccn jearj horn IhlO to 19*5“), 20 
cabinets undei 12 chanccllois came imo pottci and soon dcpaiicd, 
nlnlcno less than SS scpaiate political paiucs took part in the 19*12 
Reiclisiag elections The Weimar Republic, though hbcial in ns 
treatment of labor, left much political and economic powci in the 
liands of laigc industiialists and landouncrs, and it Inid a succession 
of important crises to handle, iMth only a few ycais m which 
economic life could be rtgaidcd as cicn close to normal Finally, 
die goveinment suffcicd by being c\cccthngly consideiatc of its 
enemies, who wcic left relatncly ficc to agitate against the gosern 
ment, plan and c\cnuc treasonable acts, and in general develop 
to the point at winch the) could take over tJie goicinmcnt If 
Hitler’s rebellion in 1923 had been staged against a goveinment like 
that of Sos let Russia, he would undoubtedly base been tiansported 
quickly and efficiently from tins life, and the world might have 
been spared an unmeasurable toll of grief and sulTciing 
Tlie fust cabinet under National Socialism contained only three 
National Socialists (Hitler, Fnck, and Goering) among its eleven 
members However, Hitler was Chancellor, Fnck was Minister of 
the Interior, and Goering was Ministci witliout portfolio, Commis- 
sioner of Air Communication, and Commissionci of tlie Interior for 
Prussia Thus all the police organirations of the countiy were under 
the control of these Nan ministers, and the Patty svas free to subdue 
and liquidate the opposition groups The new government quickly 
dissohed the Reiclistag and called a new election for Maidi 5, 1933 
In spue of intensive preparation by tlie Paity for a '‘controlled 
election," prospects of victory wcic apparently not developing as 
well as the leaders thought they should be, and tile famous Reichstag 
fire was staged on Februaiy 27, a Iitde over a week before tlie elec- 
tion While a weak-witted Dutch Communist named van der Lubbe 
was indicted, tried, and executed as a scapegoat in connection with 
the fire, there is little doubt that the conflagration was executed by 
the National Socialists themselves, as an excuse for dealing harshly 
With the vaiious radical groups and for using all kinds of violence 
and mumidation in the election period 
On February 28, the day after die fire. President von Hindenburg 
suspended the constitutional provisions relating to fieedom of 
speech, freedom of the press, freedom of assembly, and other cml 
nghte In this way, the police acquired virtually unlimited powers 
or dealing with all "offenders against public order and secuuty " 
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The election came off a? scheduled, with the Iron Front, composed 
of Socialists, Communists, and the ladical and demoaatic paities 
in geneial, competing against die National Front, which included 
the National Socialist Party and die German National Party The 
National Socialists received 17,300,000 votes and 288 seats in the 
Reichstag, while the German Nauonal Party secured 3,100,000 votes 
and 52 seats This gave the Nauonal Socialists and then allies a 
clear majority of the 608 seats in the Reichstag, a majoiity which 
was increased by barring a consideiable numbei of radical membets 
from their seats From diis point on, the dictatorship of National 
Socialism made rapid progress 

The Fascist Philosophy 

The Indandual and the State Probably the most basic idea in the 
fascist philosophy of government was that of the supremacy or 
superiority of the state in relation to the individual 

The key-stone of the Fascist doctnne is its conception of the State, of 
its essence, us functions, its aims For Fascism the State is absolute, indi 
viduals and groups relative Individuals and groups are admissible in so 
far as they come within the State Instead of directing the game and 
guiding the material and moral progress of the community, the liberal 
State restricts ns activities to recording results The Fascist State is w'd® 
awake and has a will of its own For tins reason it can be described as 
"ethical " 

The State, as conceived and realised by Fascism, is a spintual and ethi 
cal entity for securing the political, juridical, and economic oigamsauon 
of the nation, an organisation which in its origin and growth is a manif® 
tation of the spirit The State guarantees the internal and external safety 
of the country, but it also safeguards and transmits the spint of the 
people, elaborated down the ages m us langu.nge, us customs, its f-’t'*' 
Tlie State is not only the present, it is also the past and above all the 
future Transcending the individual's brief spell of life, the State stands 
for the immanent conscience of the nation The forms in which U finds 
expression change, but the need for it remains « 

Thus, in the fascist philosophy, the nation was much more than 
the sum total of the individuals who composed it at any paiticulai 
time The nation had a life, and ends or objectives, of its own 
These goals could be peiceived only dimly, if at all, by the indi 
vidual citizens, and might well be opposed, m many cases, to the 

SB Mussolini. Fascism Doctnne and Inslilulwns Rome Ardita PubhshetSi 
1935, pp 27 28 
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ends which individuals would seek if Jcfl lo then ossn devices In 
all such eases, the ends of the state oi nation should be pin sued, 
rathei than tliose of piivatc individuals, because of the supciioi 
impoitance of the national objectives Individuals wcic imjioilant, 
not foi then own sake, but meie'y as the means by W'hich the nation 
might reacli its objectives They svcic considered as tcmpoiaiy and 
insignificant particles in die long life of the state 
The suboidination of die individual to die state was not for his 
mn good, but foi the good of the state and for the attainment of 
its objectives Since the state is, for all practical pin poses, a mj dural 
concept, this means that the individual was suboidinatcd to the 
paity leadeis w'ho conti oiled the govcinment, in oidei dial the 
objectiies wliidt these leaders deemed appropriate foi the nation 
might be adiieved The individual was conceived of only as a part 
of the nation As the fascists said, apart bom the collective gioiip 
the individual had no moie purpose or leason foi being than has a 
body cell apait fiom die human body as a whole The single body 
cell had no lights on which it could insist in opposition to the 
human body as a whole, and it would be equally iidiculous to think 
of the individual citizen as having any rights which were supeiioi 
to those of die state and which the state must icspect Thus, the 
individual had no rights, but merely duties to the stale which he 
was expected to fulfill at any cost As compensation for Ins lowly 
individual status, the citizen was supposed to find satisfaction and 
glory in the achievement of national goals 
fascism and Democracy With tins geneial attitude tow'aid the 
relationship of the individual to the state, u followed natuially that 
die fascists had nothing but contempt for democracy Ordinary 
individuals were thought to be too ignoiant or too completely im- 
mersed in the private affairs of life to be allowed to paiticipate 
actively in government and control governmental policies 


and « democratic ideologies, 
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sponsible and secret forces Democracy is a kingless regime infested by 
many kings who are sometimes more exclusive, tyrannical, and destructne 
than one, even if he be a tyrant ® 

Since the processes of democracy were repudiated, tlie power to 
rule under fascism was to be located m the hands of those relatively 
few individuals who, as a result of the “irremediable and fertile 
and beneficent inequality of men,” were politically elite— able, 
courageous, and strong-willed Needless to say, these individuals m 
Italy and Germany, according to the fascist notion, were fouixf 
exclusively m the fasast party Within the elite group, there must 
be discipline, order, hierarchy, and unquestioning obedience to the 
leader Strangely enough, however, the fascists asserted tliat the 
government produced thus was not really a dictatorship but rather 
that It allowed the individual citizens the maximum of liberty. 

A state based on millions of individuals who recognise its authonty, 
feel Its action, and are ready to serve its ends is not the tyrannical state 
of a medieval lordling It has nothing in common witli the despotic States 
existing prior to or subsequent to 1789 Far from crushing the individual, 
the Fascist State multiplies his energies, just as in a regiment a soldier is 
not diminished but multiplied by the number of his fellow soldiers The 
Fascist State organises the nation, but it leaves the individual adequate 
elbow room It has curtailed useless or harmful liberties while preserving 
those which are essential In such matters the individual cannot be the 
judge, but the State only a® 

Fascism and Socicdism The fascists declared themselves to be 
opposed unalterably to socialistic doctrines of peace and interna- 
tionalism Fascism was aggressive and warlike, as well as strongly 
nationalistic 


First of all, as regards the future development of mankind — and quit® 
apart from all present political considerations — ^Fascism does not, gcn 
erally speaking, believe in the possibility or utility of perpetual peace I 
therefore discards pacifism as a doak for cowardly supine renunciation 
in contra-distinction to self-sacrifice War alone keys up all human ener 
gies to their maximum tension and sets the seal of nobility on those 
peoples who have the courage to face it All other tests are substitutes 
which never place a man face to face with himself before the alternative 
of life or death Therefore all doctrines which postulate peace at all costs 
are incompatible with Fascism Equally foreign to the spirit of Fasas®, 
even if accepted as useful in meeting special political situations, are a 
internationalistic or League super-structures which, as history shows, 
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f tumble 10 the ground t\henc\cr t!ie heart of nations is deeply stirred 
lij seiuimental, idealistic, or practical considcrattonsi^ 

rascism also rejected tlie emphasis which socialists place on the 
impoitancc of economic affairs in the life of men and in detci min- 
ing the course of history’ 


Such a conception of life [as the Tascists hare] makes Fascism the rcso- 
liuc negation of the doctrine underlying so called scientific and Marxian 
socialism, the doctrine of histone materialism ivhich uould explain the 
history of mankind in terms of the class stnigglc and by changes in the 
processes and tnsmimcnis of production, to tlic exclusion of all else That 
the sicissitudes of economic life — discoicncs of rate materials, new tech- 


nic il processes, scientific intentions — ^liasc their importance, no one de- 
nies, but tint they sulficc to explain human history to the exclusion of 
other factnn is absurd Tascism believes notv and altvijs m sanctity and 
heroism, that is to say in acts in tvhich no economic motisc — remote or 
immidiate — is it tvork llaiing denied histone matcri.ahsm, tihicli secs 
III men mere puppets on the surface of history, appearing and disappear- 
ing on ilic ciest of the tv.itcs tvhile m the depths the real directing forces 
mote and uork. fatcism also denies the immutable and irreparable 
chancier of the class struggle tvluch is the naitital outcome of this cco 


iioinic conception of history, abotc all it denies that the class struggle is 
the iiicpoiKleniiiig agent in social innsfornntions Having thus struck 
a bloiv .It socialism in the tun mam pomu of its doctrine, all that remains 
of 11 IS the sentimental aspiratmn—old as liumaniiy lesclf— touard soci.al 
n ations m ishicli the suffeiuigs and sorrosss of the humbler folk ssill be 
li fMiUd Ilm here agon lascism rejects the economic interpretation of 
(cliriis .IS sonicilung to be secured sooalisuralh, ’Imost automaticalls, at 
a giuii stage of tcommuc csoluimn ashen all ssill be assured a maximum 
01 miiitial comfort Fascism denies the materiihsiic conception of happi 
ness as a pmsil„J,is. nul abandons it to the economists of ilic mideiolu- 
tuit.i iinuirv Ibis imins that lasnsm denies the equation asell being 
^ nppmiss. vliub 'tes III men imre animals, content a hen Hits can 

luuplt existence pure and 
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not be diiected towaid the mete maximization of production or the 
impiovement of the standaid of living of the individual citizens 
These tlungs are not appiopiiate goals foi a nation The political 
01 otliei aims of the state aie tlie supreme ends, and all economic 
piogiams, policies, and lesults are merely means towaid their 
accomplishment Since the economic institutions of capitalism, if 
left alone, might operate to pioduce the results desired by piivate 
individuals rather than those which are desiiable foi tlie nation, 
the state must inteivene and control tlieir opeiation in its own 
inteiests If the achievement of the aims of die state results in low 
standards of living for the individual citizens, this latter result is 
1 datively unimportant Thus, in spite of the nominal natuie of the 
economic institutions of fasasm, it is clear that the fascist state 
aimed to lule in the economic spheie as completely as in othcis 
We shall see latei what all dns meant in teims of specific economic 
policies and practices 

Racialism The fascist philosophy was the same in most essential 
respects in both Germany and Italy, but in Germany it contained 
one element yihicli was not duplicated in Italy for several years 
This was Its s\ron| lacialism and anti-Semitism The hatred of the 
Jews and the desiie to reserve all good things in Germany for true 
Germans was piesent in die German fascist movement hom the 
very beginning According to die official doctrine, true Germans 
were of the Nordic or Aryan race The Jews were by contrast an 
inferior and treacherous race which had to be eliminated flora the 
population befoie Germany could become nuly gieat This lacial 
ism became embodied in many official acts of government, and 
many unofficial (but neveitheless goveinmen tally inspired) acts of 
violence and destruction, as we shall see later 

Fascist Government 

Tlie Italian government under Fascism continued to operate on 
the basis of the same fundamental la%v as foimeily, known as the 
Statute of 1848 Since die Fascist "i evolution" did not actually 
eliminate the old foim of government and set up a new one m it* 
place, It was really more of a coup d’etat than a i evolution Though 
the basic law lemained die same as befoie, the actual government 
of Italy was changed in many respects under Fascism These changes 
were possible in part because die Statute of 1848 was written 
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vagilljWd general/^ rjis which would pennit a great deal of >l» etch- 
ing al^^oad ini^retation It was also tiuc that the Italian system 
of govM» ^Al”g nffained no supimc couu ■which had powei to 
jnteipret tlie basic law’ and declaie laws or acts of the goveinment 
invalid in the light of the basic lasv Thus, while tlic ultimate 
soveieignty rested m the hands of the citircns oi people undci the 
Statute of 1848, it was possible foi the Fascists to tiansfci the sovci- 
eignty in fact to the state, which meant to the Icadcis of the gov- 
ernment 


The go\ eminent of Gcimaiiy undci National Socialism uciunlly 
operated without any constitution, aitliough the Weimai Constitu- 


tion svas never formally amended oi lepcalcd The government in 
elfcet had tlie power to change the Constitution at will, and the 
Constitution and the couits were completely unable to restrict the 
acuvities of the government The famous "Enabling Act" of ^^arch 
24, 1933, gave the executive aim of tlic government the pow’ci to 
make laws by decree and specified that sucli laws could deviate from 
the Constituuon if tliey did not affect tlic Reichstag or Rcichsrat 
or the poweis of the President Even these limitations on the dcaee 
laws were removed as of January 30, 1934 809 

The ExectUtve Department Italy undei Fascism remained a king- 
dom with a hereditary King as nominal head of the slate, but the 
King was a pure figuiehead after he performed his faul function of 


appointing Mussolini to be Piime Minister in 1922 In Gcimany, 
aftei the death of President von Hindenburg m August, 1934, 
HiUer took ovei the Piesidency by decree and added it to his offices 
as Chancellor and Paity Leader Despite such differences, govern- 
mental powers were conceniiated most completely in the hands of 
the great dictators, Hitlei and Mussolini They appointed and dis- 
missed cabinet ministers and otlicr officials, summoned and dis- 
solved the legislatures, commanded the armed forces, controlled the 
introduction and passage of all laws oi made laws by dcciee, ruled 

units of government, and were 
supieme in the field of foreign relations 
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Each Minister had consideiable powei in his own dcpaitment, but 
cabinet meetings weie held lathei inficquently and differences be 
tween the Mmisteis were resolved diiectly by the dictatoi latlier 
than by debate In Geimany, tlie make-up o£ the cabinet changed 
veiy little thiough time In the fiist seven yeais of the regime, a total 
of only nineteen men seived as heads of the vaiious ministries, and 
nine ministeis (out of fifteen) lemained unclianged thiough tins 
period^® In Italy, tliere was a more lapid turnover in tlic cabinet 
positions, and Mussolini often held several cabinet posts besides 
seiving as Piime Minister 

The Legislature With governmental powers concentiated in tlie 
executive department and in particulai m the hands of the dictator, 
the legislature declined rapidly m importance in the fascist coun 
tries In Italy, the upper house of the legislature, called the Senate, 
was not changed to any great extent under fascism It consisted of 
about 500 life members appointed by the King, upon recommenda 
tion of the Prime Minister Except foi sitting as a high court of 
justice in ceitain types of cases, it had no veiy important duties to 
pel form, and it was commonly described as a conservative foiiim of 
elderly high nobility and propertied gentry, or as a club composed 
of noted persons, since it contained educators, liteiary figures, dip 
loraats, and scientists, as well as chuich officials and membeis of the 
nobility and royal families 

The lower house of die Italian legislature was altcied significantly 
under fascism As the Cfiambei of Deputies it was elected in the 
usual fashion until 1928, when a law was passed whicli piovided foi 
a neiv method of selecting the members of die Chamber When ao 
election was in the offing, the syndicates of employers and employe®, 
and certain other groups, were entided to select a list of lOO® 
candidates fiom which the Grand Council of the Fascist Paity would 
choose 400 names to be placed, as a national list, befoie the voters, 
who could vote "yes” or "no” only for the list as a whole Only 
Fascists of proved loyalty were nominated, speeches in opposition 
to the official candidates were not permitted, the Giand Council 
(or cabinet) of the Fascist Party could remove any deputy, and the 
“yes” and “no” ballots weie of different colors so that anyone could 
see how an elector voted Thus the "repiesentatives” in the Cliambc'^ 
of Deputies did not really repiesent die people at all, except m the 
most general sort of way The members of die Cliambei iveie Iiand- 

13 K Leowenstcin, Hitler's Germany, pp 34-36 
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picked Fascists who would obey the will oC Utc dictator without 
dchbeiation and without question 
Even tins distoited tcstigc ol the demon .uic clcttoial pioctss 
eventually became disustcful to Mussolini, and the Chambci ol 
Deputies was icplaccd iii 1938 by a new body called the Cliambei ol 
Fasces and Coipoiations This gioup included ihc head of the gov- 
ernment, 25 membeis of the Fascist Giand Council, 120 members 
of the National Council of the Fascist Paity, and 500 mcnibcis ol 
the National Coipoiaiivc Council, oi almost G50 membeis in all 
The new Chamber was a haid) pciennial since its membeis icquircd 
no election and lemaincd in office indcfinitcl) It was also com 
pletely undei the thumb of the dictaioi, since all its mcinbcrs weic 
selected by Mussolini 

The legislative powci in Geiniany, as m Ital), was cvciciscd by 
the executive bunch of the govcinment and especially by Uie dic- 
tator himself As we base noted, the Enabling Act of 1933 gave the 
executive almost unlimited poweis foi a peiiod of foui ycais and 
the right to make laws by dcciec This law was renewed pciiodically 
in later years The Reichsrat, or upper house of the Icgislatuie, w.is 
abolished in February, 1934, but tlic Reichstag continued to exist 
Under the Nazis ns membership ino cased to more than 800 
deputies, all selected by Party Icadcis from the membership of the 
National Socialist Party 

In both countiics, the function of the Icgislatuie was supposedly 
collaboration witli the government in the formation of laws This 
meant, in effect, tliat it initiated no legislation, considered only the 
business which was suggested to it by the executive, and appiovcd 
enthusiastically any proposals of the executive The Reichstag, loi 
example, met briefly only 11 times in the first six years of National 
Socialism and passed only five laws In reality, the legislatuies were 
probably kept to give die fascist regimes the appearance of legality, 
to rubber-stamp governmental policies which had been previously 
determined by the executive, and to sene as cheering sections and 
sounding boaids foi Pavty piopaganda and the speeches of die 
dictators 

TJie Court Systems Both fascist countries letained in general the 
court systems which had existed previously, though couits, judges, 
and offiaals at all levels of government were brought under the 
direct control of the national hfinistries of Justice Moieover, the 
court systems were “purified” through the removal of politically 
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unreliable (and, in Geimanv, Jewish) judges and officials Law 
ceased to exist as an objective concept That is, tlie law o£ the land 
depended from day to day on die changing will of the dictatois, and 
the judges had become loyal party men who were leady and willing 
to follow the leaders’ whims 

The fascists added several types of courts to the old systems and 
in particular set up special courts for the defense of the state and 
the regime against various treasonable activities and political aimes. 
Both countries also set up and maintained seciet police forces (the 
Gestapo in Geimany, for example) which operated at least in part 
beyond and outside the foimal government and were chaiged with 
feiieting out individuals engaging in treasonable activities and 
political Climes, or who might be thinking of doing so, and bunging 
them to "justice ’’ The methods of the secret police included the in- 
spection of private correspondence, the tapping of telephone lines, 
the use of dictaphones, spies, and informers, the contiol of passports 
and border traffic, military and economic espionage and counter- 
espionage, the expatiiation of enemies living abioad, and a thoi* 
ough and constant check-up on party members 

Many harrowing tales were told of the fate of persons brought 
before these special courts by the secret police Trials were held 
at once and in secrecy, accused persons eithei were not pei muted 
the services of lawyers or were assigned, at great expense, lawyers 
who were greatly hampered in their efforts to defend their clients, 
no witnesses foi the defense were pei muted, and the judges who 
decided the cases were loyal fascists, and no appeals could be taken 
from the verdicts handed down by the special couits The laws 
dealing with political crimes and treasonable activities were stated 
in vague and geneial terms so that almost any activity could be 
intei preted as an offense against tlie state Indeed, in Geimany the 
special courts were able to punish acts deemed in conflict witli the 
healthy sentiment of the people, even though tlie acts in question 
were not covered by any formal laws Individuals weie punished for 
acts which were not crimes at the time when they were commuted, 
since laws dealing with such matteis were made retroactive some- 
times, and individuals who could not be accused successfully of any 
Climes weie often placed under police supei vision, or “protective 
aiiest ” The secret police apparently disposed of many cases without 
appeal to the courts, and millions of individuals languished m 
fascist concentration camps 
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Lowei Govenimental Untts The powers of the fascist dictator- 
ships extended, of com sc, to state (oi pioMiicial) and local govcin- 
ments, and these goieinmcnts wcic convcitcd into mcic adminis- 
trative agenaes of tlie central government. Oflicials of state and local 
governments weie appointed fiom abote, legislatures oi councils 
were eliminated oi leduced to a puiely advisoiy capacity, imifoim 
national laws were passed in fields foimeily leseived to the states or 
piovinces, state or piovincial constitutions were icvised, and poweis 
of state and local govcinmcnts wcie tiansferred to the national gov- 
ernment National, state, and local avil sei vices wcie combined into 
one umfoim civil semee, employees who wcie opposed to the state 
or politically undesirable (oi, in Gemany, non-Aiyan) wcie ic- 
moved from office, the tradiuonal political neutrality of the cud 
seivice was eliminated, and all govcinmcntal employees wcie ic- 
quiied to take an oath of loyalty to tlic dictator and be good fascists 
Individual Rights In stiict accoi dance with the fascist political 
philosophy, the individual citizens of the fascist coiintiics had 


virtually no rights Since any critiasm of, or opposition to, the 
policies or acts of the government oi ruling paity could be inter- 
preted readily as treason, it is clear that freedom of speech did not 
exist In a one-party dictatorship, witli other political oigani/aiions 
strictly forbidden and With any non-paity gathciing of citizens likely 
to be regaided as subveisive or ticasonablc, theie was no fieedom 
of assembly Freedom of the piess had also gone by the board Eacli 
newspapei had to have a lesponsible editor (a synonym for fascist 
editor) and could not employ any jouinalists who wcie not ap- 
pioved by the government The propaganda agency of the govein- 
memiewrote the "nem” and gave out iigid and elaboiate instiuc- 
uons as to the mannei m whidi important news items must be 
anmed In tliese ways, the newspapeis were leduced to a "phono- 
japhic’ level and the atizen had httle reason for piefernnR one 

same topics m the 

ame ways and weie sub3ect to ironclad censoiship 
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The principles of fascism were to be learned, not discussed or criti- 
cized, and “follow the leader" was a favorite pastime The job of 
the educational system was to make good fascists 
Scliool curricula were levised so as to place greatly increased 
emphasis on raaal and political subjects and much less than form- 
erly on languages, mathematics, and grammar Education at the 
high-school level was largely restricted to boys, and there was a 
tendency to train the “best" boys at party scliools Even young men 
could not become college students unless they were “politically 
reliable,” the heads of educational institutions were “trusted” in- 
dividuals who held office by appointment from above, and it has 
been estimated that something like 60 per cent of the members of 
college faculties were replaced by party men 
The fascist attitude toward science and research was that they 
must be "coordinated” and made to serve the purposes of the state 
Scientists and research workers were instructed to give up then 
search for absolute truth and to learn to produce "fascist truth" 
Many scientists in the fasast countiies weie appaiently coeiced 
into prostituting tlieir talents to the purposes of the state, and great 
masses of the most ridiculous party propaganda were thereby en- 
abled to masquerade as bodies of scientific conclusions It was 
truly said tliat fasast propaganda knew neither right nor wrong, 
neither truth nor falsehood, but only what it wanted 
The fascist legimes differed somewhat in their attitude toward 
religion and the church The Catholic Church in Italy was very 
strong, and the treatment accorded it by the government was much 
less haish than that meted out to their religious organizations by 
the Russian and German dictatorships In the early days of Italian 
Fascism, the church was more or less hostile to the regime but, in 
1929, the government made certain concessions to the church and 
an armistice was arranged After 1929, a somewhat uneasy alliance 
existed between church and state 
The Protestant churches of Germany had long been closely con- 
nected with the national government In the early days of National 
Socialism, they offered little opposition to the regime and even gave 
It some support However, the governmental decision to form a 
Union of Protestant Churches under a Reich Bishop and to give 
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die governmental Ministei of Clnndi Affairs latlici complete sway 
over chmdi matters led some pi eminent cluiich men to revolt 
These levolteis were treated like any othci political opponents of 
National Socialism That is, they weie foi bidden to pi each, use 
cliuich property, or publish their opinions, their salaries weie dis- 
continued, and some of them ivcie lodged in concentration camps 
Relations between die German government and die Catholic 
Church were nevei too cordial aftei die use of National Socialism 


and, in spite of an agi cement whidi was i cached in 1933, outright 
hostilities began in 1937 After that time many priests were tiicd 
and some convicted on chaiges of moral tmpitude and die violation 
of currency regulations, and hundreds of them found dieii way to 
prisons and concentration camps On die wdiole, it cannot be 
doubted diat the National Socialists had very little use for religion 
The only individual right whidi suivived for very long undci 
fascism was die right to vote, and tins right in Italy was limited to 
men and restricted by a variety of quahhcations Geiman citizens 
20 years of age or older, on the other hand, enjoyed universal, equal, 
secret, and direct suffrage Howevei, Jews oi part Jews weie not 
regarded as German citizens, while, by contiast, Geimans who lived 
abroad were still consideied as German citizens Since the elections, 
when held, were most carefully controlled and faracal, and since 
very few offices were filled by election anyhow, the question of who 
had the right to vote was of compaiauvely slight impoitancc How- 
ever, everyone who was eligible tinned out to vote and voted as 
the party leaders desired, since to do otlicrwisc might be considered 
to mean opposition to die fascist icgime 

The Program of Anu-S«mttjm The ordinal y citizens of Gei many 
raay have been badly treated undei National Socialism but their 
atus was heavenly as compared with that of die unfortunate 
victims of the program of anti-Semitism Jews were not allowed to 

wnri profession, or own or 

work for any neivspaper It was extremely difficult for them to ob- 

a?d of art and literature were destroyed 

Texw / of Jewish musical compositions was forbidden 

citizenship and political rights, re- 
leivish identification cards, and made to give obviously 

the TewS T ^ P^'^^^ont attempt was made to eliminate 
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pursuits For tins purpose a business was consideied Jewish if one- 
fourth or more of its stock was owned by Jews, and it was a prison 
offense to conceal tlie Jewish character of a business Jewish business 
owners were kept m durance vile in concentiation camps until 
they became willing to abandon and sign away titen wealth, oi their 
businesses were lestramed by heavy taxes, inability to secure mate- 
rials, and other discriminatory piactices until the owneis became 
willing to sell out for a song to righteous Party men German busi- 
nesses were required to disdiarge their Jewish employees and Jewish 
workers were excluded from the Labor Front All these activities 
weie carried on with an intermittant accompaniment of sluggmgs, 
beatings, and murders 

The prewar campaign against the Jews leached its peak in 1938, 
after a young Polish Jew in Pans killed an employee of the German 
legation According to one source, the levenge for this act in Gei- 
many included the destruction of eveiy Jewish shop and store, tlie 
dynamiting or burning of every Jewish synagogue, and the incar- 
ceration of 70,000 moie Jews in concentration camps, while hun- 
dreds or thousands of Jews “committed suicide ’’ The Jews weie 
required to pay for the damage which had been done, since any 
insurance benefits which they could collect were foifeited to the 
state In addition, the Jews were requned to pay a fine of a billion 
marks, and they had to sell much of tlieir remaining wealth at 
ridiculously low prices in older to do so “ 

The purposes behind the piogram of anti-Semitism in Germany 
were quite easy to asceitain No one outside Geimany took mucli 
stock in the National Socialist doctiine of racial superioiity While 
many Germans have blue eyes and blond hair, most people who 
understand such matteis legaid the Nordic oi Aiyan race as a pure 
myth, and anyone could be greatly amused when the National 
Socialists began to rave about Italian Nordics or Japanese Noidics 
The real reasons behind the anti-Jewish campaign seemed to be two 
in number In the first place, the Jews furnished the National Social- 
ists with a scapegoat or bogeyman on which all misfortunes, 
domestic or international, could be blamed Thus, the Jews weie 
blamed for the loss of World War I and for tlie widely known 
abuses or bad featmes of capitalism, such as profiteeiing or unem- 
ployment They were chaiged with responsibility for the existence 
of Communism, Bolshevism, class war, trade union activities, and 
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government 

mteinationalisra &enWo:ldWa. II was blamed on the “mu igues 
o£ Jewish mtcnational bankcis” Obviously, tlie 
sui a scapegoat might help to distiact the altenUon ol 
from then own immediate woes and frusuations The second leason 
was even more practical It was thought that the elimination of the 
Jews would give ]obs to deseiving Geimans in geneial and Pai > 
men in particular, and that Jewish wealtli could be transfeiied to 
other hands witli the transactions disguised in a iigliteous crusade 
During World War II, the campaign against the Jws knew no 
bounds Millions of these unfortunate people, botli m Germany and 
in countries ovenun by the German armed forces, were killed by 
means of a variety of devices whose fiendish ingenuity almost 
baffled the imagination, and those who weie lucky enough to escape 
with dieir lives usually wei e able to salvage little else 


The Fascist Pai ties 

The Party and the Government As we have seen, the fascist 
political parties (National Socialist in Germany and Fascist in 
Italy) were in complete and absolute contiol of the govcinment 
Virtually all governmental offices were filled by loyal paity men, 
who usually received tlieir positions by appointment latliei tlian 
by election and held office for indefinite periods, set by their 
superiors In both countries, moreovei, the outright contiol of the 
government by the party rested upon an official and legal basis 
In Germany, this basis was composed of the emeigency deciee ol 
von Hindenburg m February, 1933, the law of July, 1933, whicli 
declared the National Socialist Party to be the only one with the 
right to exist in Germany and made the foimation of new political 
parties or die leconstitution of dissolved political pai ties a tieason- 
able offense, and the law of December, 1933, which made the Na- 
tional Socialist Party officially a part of die government of Geimany 
In Italy, the Party’s Grand Couned became an organ of the state 
and was assigned the duty of prepaiing electoral lists in 1928, the 
inteinal organization and discipline of the paity were prescribed 
by law after 1929, the national secietaty of the paity was appointed 
by royal decree and had the rank of Minister aftei 1937, and the 
constitution of die paity was established by successive goveinmental 
decrees 

Party Organization Both fascist parties had very elaborate in- 
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ternal organizations In Germany, the organization proceeded trora 
local groups an’d leaders through county and district gioups and 
leaders up to the Central Directorate of the party and the great 
dictator himself The party controlled the activities of a vanety of 
structural gioups which included the Stuimabteilung (Stoim Troop- 
ers), Schutzstaffel (Elite Guard), the Hitler Youth Organizations, 
the National Socialist Motor Corps, the National Socialist Students 
Assoaation, and the National Soaalist Women’s Organization The 
Storm Troopers were not necessarily membeis of the party, since it 
was originally the intent of the party to keep certain undesiiable 
elements out of the paity proper even though they might be good 
enough to do the "rough” work Almost any able-bodied man could 
join the Storm Troopers The Elite Guard, on the other hand, ad- 
mitted only Party men witli perfect pohtical records and high 
physical qualifications In addition to the structural groups, theie 
were nine associations afiiliated witli the party, including tliose lor 
doctors, lawyers, teachers, technicians, public officials, umveisity 
teacheis, and the Labor Front 

In Italy, the party structure was based on some 10,000 local chap- 
ters (fasci di combattimento), which were grouped into 94 provincial 
federations, each with a secretary nominated by the national secre- 
tary and appointed by Mussolini Further up there were other 
agencies and officials, crowned by the national party secretaiy, a 
National Directorate of 13 members, the Grand Council of the 
Paity, and finally the leader, Mussolini himself As in the case of 
Germany, there were numerous other organizations affiliated with 
the Paity 

Both fascist parties, like the Communist Party in Russia, main- 
tained an oiganization of their own parallel to, altliough strictly 
sepal ate from, the apparatus of the state That is, there weie party 
officials and agencies to coriespond to the various officials and 
agencies of the government As in Russia, the same men often held 
both the paity offices and the conesponding governmental offices, 
tliough they might be served by different staffs in each capaaty In 
the fascist parties, as in the government, power was gieatly conccn 
trated at the top The leaders made all tlie important decisions 
and there was leally no such thing as control or even effective 
discussion fiom below 

Party Membership While laige numbers of people in both coun- 
tries were affiliated witli some paity organization or other, member- 
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ship itx the part)' piopei was limited to a small minoiity ol the 
population, or about 4,000,000 pel sons in Geimany and 2,500,000 
to 3,000.000 m Italy Paity membeiship was eagerly sought after 
and canned with it botli piestige and possible economic gams in the 
form of emplo)'ittent, wealth, and income Candidates foi paily 
membership had to take an oatli of blind loyalty, undying devotion, 
and unquestioning obedience to die diclatoi Membeis had to 
place diemselves and then resouices at die disposal of die party 
and were subject to strict discipline on the basis of a paity code 
which specified die pattern of dieir behavioi The qualifications of 
party members weie reexamined at lelatively frequent iiiteivals, 
and undesirable membeis weie puiged from the paity, if not from 
this world 

Party Youth Orgamzattons Both parties were closed to new adult 
members from time to time and, in geneial, believed in obtaining 
their neiv members from die party youth organizations, which took 
over the lues of boys and girls at an early age and subjected them to 
intensive training for citizenship and party meinbeisliip and ailaiis 
Both parties had elaborate systems of youth oiganizations, with a 
membership double or more dtat of the paity itself, but details 
of these organizations need not concern us The boys were instructed 
in party pnnaples, taught obedience and loyalty, given quasi- 
military training and physical culture activities, and in general 
were brought up to be good fasasts The girls were taught that 
woman’s place is distincdy in the home, surrounded preferably by 
large numbers of growing young fascists 


Similarity of German, Italian, and Russian 
Governments 

We should not leave the subject of government without remind- 
ing ourselves of the great similanues which have existed between 
the governments of Soviet Russia, Italy, and Germany Among the 
many common features we may list the following (1) strong dic- 
tatorship with great concentration of power in the hands of one 
man, (2) a one-party system of government, with party members 
holding all or most important posiuons. with complete party control 
over the government, and with party officials and agencies to match 
those of the government. (3) figurehead legislative and judiaal de- 
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partments, (4) strong conttol by the national government ovei 

state and local governments, (5) the practice of filling many im 
portant governmental offices by appointment latliei than by elec- 
tion, (6) luthless and thorough methods of subduing tlie opposition 
to the existing regime, special treatment and seveie punishments 
for political crimes, and die maintenance of a large and efficient 
seciet police operating at least partly outside the laws and forms of 
goveinment, (7) the piactice of getting all eligible atizens to vote 
and vote light, while odier nghts of individuals are suppiessed, 
and (8) the requirements for paity membeislnp, the closing of die 
paity to new adult members, the frequent reexaminations and 
purges of membership, the desire of die people for party member- 
ship, and the extensive and elaborate party youth organizations 
These matters could be boiled down to a smaller number of points 
or they could be stretched out to make a great many items, but they 
present a picture of the striking similarities which have existed 
among these three governments 

On the other hand, the numbei of diffeiences between the gov- 
ernments may be even larger One government has a democratic 
constitution while anothei did not or had none at all, one govern- 
ment retained its former nominal head while anothei has dispensed 
with the office in question, one dictator might hold sevei al cabinet 
positions, a second only one, and a third none at all; and so on 
Without enumerating any more of these differences, we may say 
that, on the whole, diey seem relatively trivial and unimpoi tant in 
comparison with the similarities On die basis of the similaiities in 
die matter of government, many people in the United States came 
to the conclusion that the Communist, Fascist, and National Social- 
ist systems were identical, oi nearly so, in all other icspects 'IVlicthcr 
this conclusion ivas justified m connection ivith the economic or- 
ganizations and policies of the various systems will be seen in the 
chapteis svhich follow 


QVCiTIONS 

1 Why do most people rcgaul the government of Britain as democratic’ 

2 Compare the Britisli legislature with tint of the federal goiernineiil 
of the United States 

3 "The nature and functions of the Cabinet in the Bntish gotemment 
are almost exactly the simc as those of the Cabinet in the govern 
ment of the United States " Do you agree’ Explain 
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4. ‘‘The rights of Bntish citizens are the same as those of citizens of the 
United States, but they rest on a different basis " Explain 

5 “Britain is likely to be the first country to have sociabsm m economic 
matters and demoaacy in government at the same time” Show 
whether you agree 

6 Describe the development of the Fascist movement in Italy after 
World War I 

7 “The condition of Germany in the first few years after World War I 
was even worse, if possible, than that of Italy ” Explain 

8 Descnbe the various factors which were responsible for the rapid 
growth of the National Socialist Party in Germany after 1928 

9 How did the fascist notion of the relationship of the individual to the 
state differ from that which is widely held in capitalistic countries? 

10 "The fasast philosophy was anti democratic and anti-socialistic ” Ex- 
plain 

11 "Fascism involved only a change in the control over existing govern- 
mental mechanisms rather than a modification of these mechanisms ” 
Discuss 

12 How were the nature and functions of the national legislatures modi- 
fied under fascism? 


n 


14 


15 


16 


17 


18 


19 


HTiat happened to the court systems under fascism in Italy and Ger- 
many? 

Why were the fascist governments of Italy and Germany called die* 
tatorships by outside observers? Explain 

The dictatorial powers of the fascist governments extended to vir- 
tually all phases of national hfe” Explain 

Indicate the purposes and methods of the fascist program of anti- 
Semitisra m Germany 

^e fascist parties in Italy and Germany were strikingly similar to 

the Communist Party in Soviet Russia” Explain 

"The gmernments of Soviet Russia, Italy, and Germany had many 

important common features as long as the latter two countries were 

under fascist regimes " Show whether you agree 

How did the governments of the fascist countries differ from that of 

the United States during World War II? Discuss 
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' MAKING ECONOMIC DECISIONS 


However much economic systems may differ with respect to such 
matters as economic institutions and goveinment, the general natuie 
of the economic problem is the same in all systems And in eveiy 
economic system certain basic economic decisions must be made 
In some manner or othei, it is necessary in every economic sj^stera 
to determine (1) the kinds and quantities of various economic goods 
which are to be produced, (2) the way in which tlie various pro- 
ductive agents are to be allocated or distributed among the many 
industries and fields of productive activity, (3) the manner m which 
the immediately available stocks of consumers’ goods are to be 
distributed among consumers, and (4) the total quantity of each re- 
productive agent of production which is to be available m the long 
run As we shall see, decisions on these points may be reached in 
different ways in different economic systems Under capitalism, they 
depend very largely on price lelationships, and the leactions of in- 
dividuals and enterprises to these price relationships Thus, the 
puce system is an institution wliicli is fundamental to the operation 
of a capitalistic economy 


Making Economic Decisions undei Capitalism 

The Control of Production A capitalistic system has no dictator 
or all-poweiful planning agency to speafy which economic goods 
may be produced and which may not, or to determine the relative 
quantities of various economic goods which should be Produced 
By and large, the individual is left free to produce any goods which 
he selects and m any quantity which seems appropriate to him. 
while the total decisions as to the kinds and quantities of economic 
goods to be produced are merely the aggregate of the decisions o 
fndividual enterprisers-decisions made on the basis of price 
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tionships If consumers desue very strongly a certain economic good, 
such as electric refrigerators, and the quantities which are cuiicntly 
being produced and sold aie small lelative to the effective demand, 
we may expect that the prices of electnc refiigeiators, at least in 
the shorter periods of price determination, will exceed then pioduc- 
tion costs per unit Sucli a favorable pncc-cost lelationship will 
ordinarily induce the manufactuiets of electnc lefrigeiatois to pio- 
duce more of them and may eventually tempt the manufacture! s to 
expand their plant and equipment so that they can continue to 
increase pioduction Again, the favorable price-cost lelationship is 
likely to attract new enterprisers to the industry and it will enable 
the enterpiisers, both old and new, to bid effectively for land, labor, 
and capital, so tliat necessary additional amounts of tliese produc- 
tive agents may be secured and utilized for the pioduction of elec- 
tric refrigerators In the long run, under competition, the tendency 
IS for the production of electric refrigeratois (or other economic 
goods) to become adjusted to the relative strengtii of the demand 
for the goods on the part of consumers 
Adjustments in tlie other direction are produced in sirailai 
fashion If more victrolas are currently being produced than con- 
sumers desire to purchase at the going price, the price may fall until 
It IS well below the level of cost of production per unit Such an 
unfavorable price-cost relationship will usually lead enterprisers to 
restrict production and it may eventually cause some enterprisers to 
leave the industry altogether Moreover, it will become difficult foi 
enterprisers to attract additional quantities of the productive agents 
to their industry or even to retain the quantities which they already 
have The process of adjustment will end only when the productive 
capacity and output of the industry producing victrolas have once 
more been coordinated with the relative strength of the effective 
demand for the product on the part of consumers 
Thus, It has been said that 


Under capitalism, it is profit making, not lose, that makes the world go 
r 'f '' a expectation of profit which induces those who otm 

noi TT ^ to be used But profit making is 

not only the incentive, it is also the regulator of capitalist products 

diSn ottly the object, it is the ve^ condtSon of prl 

vidf? ^ should result Those things, that is to say, which will 

yidd a w tndirectly 

yteld a profit will sooner or later go bankrupt, lose his ownership S 
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^ means o£ production, and so cease to be an independent producer 
Capitalism, in other words, uses profitability as the criterion or test of 
u’hethcr any given tiling should or should not be produced, and, if so, 
how much of it should be produced 
Now the test of profitability ensures that those things, and only those 
things, for which there is a demand shall be produced Profit is, as it were, 
a magnet which draws production after demand For it is profitable to 
produce those things foi which there is a demand, and unprofitable to 
produce those things for whicli there is no demand But things are not 
eitlier in demand or not in demand The demand for them varies in 
strength Under capitalism it will be profitable to produce more and 
more of tliose things for which there is an increasing demand, and less 
and less of those things for which there is a decreasing demand Thus, oui 
productive resources are continually being pulled by the magnet of profit 
toward the production of those dungs for whicli there is an increasing 
demand, and away from the production of those things for which there is 
a diminishing demand ^ 


The net i esult of the system is apparently that just those economic 
goods which most people want most strongly, and no others, will be 
pioduced 

The Allocation of the Agents of Production As the discussion of 
tlie control of pioduction has implied, pioductive agents aie, m 
general, allocated or distributed among enterprises and industnes 
on the basis of prices under capitalism We are not heie discussing 
the production of additional units of repioducible productive agents 
on the basis of a favoiable relationship between the cost of pio- 
ducing the agents and tlie puces which can be obtained for their 
use, but rather the way in whicli available quantities of productive 
agents are distributed among firms and industries When a piece of 
lan^ in an urban area becomes vacated and a new tenant or pur- 
chaser IS sought, the question as to whether the land should be used 
as a site for a department store, garage, residence, manufacturing 
plant, theater, or hotel will ordinal liy be answered on the basis of 
the prices whicli enterprisers of tliese various kinds are willing to 
pay for the land or the lents which they are willing to pay foi its 
use Other things being equal, the owner of the land will piobably 
turn It over to the enterprise or industry which is willing to pay 
the highest price for it or tlie highest lent for its use In the long 
lun. the entire supply of land tends to be distiibuted in similar 
fashion on the basis of the prices which enterprises and industnes 
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are able and willing to pay for it oi its use No conscious attempt is 
usually made to see that die available quanuty of land is awaided 
to those firms or industiies whose opeiation is most ncccssaiy to the 
social welfare Rather, it is gcneially assumed, fiom die social point 
of view, that those industiies which can pay most foi the land are 
those which should get it 

When quantities of capital funds aie available toi investment, die 
question as to whethei diey should be used to provide capital goods 
for automobile production, or faalities foi the pioduction of shoes, 
housing, ice cream, or something else will usually be decided on the 
basis of the amounts of interest which firms in diesc vai lous fields of 
production are able and willing to pay foi the use of the funds, due 
allowance being made for iish in each case It is only laiely that an 
owner of capital funds will turn doivn a safe and atti active rate of 
interest because he does not approve of a product or the business 
policies of the firm whicli offers it, oi for any other leason Even 
capital goods themselves, to the extent that they aie mobile and 
are capable of being used in diffacnt types of productive activity, 
will ordinarily be turned over to the enteipiise which can offer 
most for their use 

Finally, It should be said that available units of labor also tend to 
distiibute themselves at least in part on die basis of the puces which 
are obtainable for their services in various occupations and indus- 
tries This IS not to say that the worker, m considei mg the desua- 
bility of shifting from one occupation to another, will be exclusively 
influenced by the money wages which aie obtainable He will also 
give attention to such matters as the pleasantness or unpleasantness 
of the two occupations, the risk or danger involved in eacli, the 
relative piospects of advancement, and the probable steadiness of 
employment However, workers do shift fiom one occupation to 
anotliei, and the principal reason for these changes, although not 
e only reason, is the desire for high rather than low wages Many 
mdustnes which now employ large numbeis of workers, such as 
tiiose producing automobiles, radios, airplanes, and air-conditioning 
equipment did not even exist years ago, and they have been able 
n if supplies largely because they could offer work- 

m tiigher wages and better conditions of employment than othei 


G<">* Economic goods com. 
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people for them Since theie are never enough consumers’ goods to 
satisfy ^11 wants or to permit consumers to help themselves fieely 
to the goods, some method or other must be found of apportioning 
the available supplies of consumers’ goods among the people who 
want them or of holding down the buyers to a number who can 
satisfy then wants from existing stocks of goods Under capitalism, 
the rationing of consumeis’ goods among the persons who desire 
them IS also ordinarily accomplished on the basis of prices If the 
available stock of potatoes is unusually small, a continuation of tlie 
old puce would cause the sellers to be swamped with prospective 
buyers, but, if the puce is laised sufficiently, the number of buyers 
will be restricted so that the market demand for and market supply 
of potatoes will be in equilibiium once more If the available stock 
of oranges is unusually laige in relation to market demand at a high 
price, the continued charging of a high price would result m tlie 
piling up of large quantities of unsold oranges, but, if tlie puce is 
loweied sufficiently, tlie number of buyers who come forward may 
be increased until the quantity of oranges whicli sellers desire to 
sell IS exactly equal to the quantity which buyers are willing to 
purchase It is only in the face of gieat emeigencies, (as, for ex- 
ample, in ivartime) that a capitalistic economy will attempt to 
control prices and resort to the rationing of consumeis’ goods by 
quantities instead of relying on puce movements to equilibrate 
market demands and market supplies 

Controlling Total Amounts of Productive Agents Finally, it is 
also true tihat price relationships control, where possible, the total 
amounts, of agents of production which will be in existence in tlie 
long run That is, a high rate of remuneration for sucli an agent of 
production leads to an increase in its amount, while a low payment 
leads to a decrease in its quanuty However, it is not always possible 
to create more of an agent of production In the case of land, it is 
clear that rents and land prices may go up indefinitely witliout 
bringing about any inaease in the quantity of natuial tilings The 
case of labor is not so deal as tliat of land The total numbei ol 
workers available for production may be increased or decreased 
thiough time, but it is difficult to estimate the extent to which the 
number of workeis is dependent in the long lun upon the wages 
paid for labor In spite of the various theories which economists 
have developed from time to ume connecting population growth 
and hence labor supply directly or indirectly with wages, the best 
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conclusion seems to be that inaeases in population and the laboi 
supply occui because of a great numbei of factors — not all of which 
are economic m cliai actor by any means — and that it is vntually im- 
possible to single out any one factoi, sucli as wage latcs, and 
estimate its effect on population and labor supply 
Capital, theiefoie, seems to be die pioductive agent whose total 
quantity is most lesponsive to changes in pi ice lelationships, al- 
diough the savings winch are necessaiy for capital formation depend 
upon a number of factoi s besides die desiie to icccive mteiest 
Saving occurs, foi example, because individuals wish to provide for 
dien own old age or for then hens, because they want to keep a 
reserve on hand against the various financial emcigenaes which 
may arise suddenly, because they wish to acquire power or piestige, 
or because diey have sucli laige money incomes that diey aie unable 
to contrive ways of spending their entire incomes on tlieii peisonal 
needs and desiies These factors indicate only that some saving 
would OCCUI even if interest weie not paid, they do not show that 
the total quantity of savings would remain unchanged if interest 
were abolished There are many units of individual income which 
are just about on the margin of being saved or not being saved An 
increase m the rate of mteiest will ordinarily cause the owners of 
such marginal units to forego present consumption and save larger 
amounts out of their money incomes, while a decrease in the pre- 
vailing rate of interest will lesult m the spending of moie of tliese 
units of income for curient consumption and the saving of fewer 
Units than formerly 


Thus, not all units of savings need be diiectly dependent upon 
the sLze of the prevailing mteiest rate in order that a change m this 
interest rate may bung about a change in the total quantity of 
aving and capital formation The chances aie that an increase in 
me interest rate, other things being equal, will sooner or later 

at the 

toposal of society, while a decrease m the mteiest rate will eventu- 

for usT!' ! 7“"" f^nds available 

funds magnitude of the total supply of capital 

, relationships 

M ^tend u out of 

corZlT 'vould result in 

complete economic equilibrium on the basis of pL relat omlu^" 
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but some people would go so far as to allege tliat such an equilib- 
rium would also be an economic optimum and would lesult in the 
maximization of economic and social welfare for the citizens of the 
economy As the lesult of the control of pioduction on the basis of 
puce relationships, only those goods will be produced by the mem- 
beis of society as pioduceis which the members of souety as con- 
sumeis desire, and the relative quantities of the various economic 
goods pioduced will be adjusted to the demands of consumeis foi 
them The pioduction of each economic good will then be earned 
to the point where the last unit produced will command a price 
suffiaent, and only just suffiaent, to cover the cost and elfoit of 
pioducmg It, at the same time, the consumption of each economic 
good will be carried to the point where the last unit purchased is 
expected to pioduce a degree of satisfaction which is sufficient, and 
only just sufficient, to justify the price paid for it Since at this 
margin both expected satisfaction on the one hand and cost oi effoit 
on the othei are supposed to be equal to the same thing (tlie pi ice 
of the good). It IS customary to assert that they are equal to each 
other But, because othei units of the good before tlie margin is 
reached are expected to give more satisfaction than the marginal 
unit and are expected to cost less than the marginal unit, ideally 
the industry which produces that paiticular good, and hence all 
industries, will control production so tliat they furnish society with 
the gieatest possible suiplus of satisfactions ovei effoits or costs 
If the agents of pioduction aie allocated among films and indus- 
tries stiictly on the basis of puces, then employment will be per- 
fectly coordinated with the desires of consumers as expressed on the 
market No unit of any pioductive agent will be used for the pio- 
duction of a particular economic good if its use in the pioduction of 
some other economic good would result in a greater-value product 
or a higher rate of remuneration foi the ownei of the agent Because 
of the apportionment of finished goods and services among con- 
sumers on the basis of prices, no unit of any economic good would 
be puicliased and consumed by a particular person if a greater 
maigmal utility would lesult fiom its purchase and consumption by 
someone else (in so far as marginal uulities are accurately measured 
by die willingness of individuals to pay prices on the maiket) 
Finally, in die state of full equilibiium on the basis of price i elation- 
ships, the pioductive resources of the economy would be divided 
between pioviding for the present (through die pioduction of fin- 
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ished commodities and seivices) and providing foi the fuluie 
(thiough capital foimation) in peifect accoidance with the time 
preference and desiies of the citizens Sudi is tiie glitteiing pio- 
spectus which may be offered in connection with tlie opeiation of 
the price system and its results 

Obstacles to Equtltbnum Howevei, the price system does not 
petfoim Its functions (oi lather individuals do not function on the 
basis of puce lelationslnps) as efficiently m piactice as in theoiy 
The theoretical desciiption of the opeiation of the pi ice system 
assumes, explicitly or implicitly, tlie existence of cci tarn conditions 
which are only loughly appioximatcd in the opeiation of an actual 
capitalistic economy These assumptions include conditions of com- 
petition (as pieviously defined), the complete mobility of the pro- 
ductive agents as between industiies and places, and lack of gov- 
ernmental interfeience with the piocesscs of the maiket When these 
conditions are imperfectly lealized, the lesults ptoduced by the 
operauon of the actual price system do not conform closely to diose 
of the theoretical model 


In actual practice, the agents of pioduction are nevei completely 
mobile Once land has been committed to a pai ticular enterprise or 
indusny, it is ordinarily tied up for a considerable period of time 
and cannot be shifted at once to odier entei prises or industries even 
though more profitable opportunities for its employment arise In 
similar fashion, when capital funds have actually been invested in 
fixed plant and equipment in some industry or othei, and these 
capital goods will last for a number of years, a change in price 
relationships which would make it possible for these funds to earn 


more mteiest in some other type of investment will not cause the 
funds to move at once to another industry Hence, in the sliortei 
periods of time, a large part of the economy’s capital funds is likely 
to be immobile, and we cannot expect to find die distribution of the 
tunds among mdustiies to be peifecdy suited to the price rektion- 
sinps which exist at a given time However, it lemains true that, in 
me long run. all capital funds are mobile and none are tied up in 
'xed capital goods If savings will command more net interest in 
others, or in some places than m others, 
er allowing for nsk and costs of admimstiation, it is to be ex- 
pected that, m geneial, savings will move in the lone Hin from 

places where net mteiest is high That is, as capital goods wear out 



122 


COMPARATIVE ECONOMIC SYSTEMS 


and create funds for then leplacement, these funds will be trans- 
ferred to another occupation oi place instead of being lemvested in 
new capital goods of the oiiginal type 

It must be admitted that puce relationships opciate less effectivel) 
m distributing workers among industnes than in distiibuting land 
or capital funds The fact that tlie wages of scrub-women aic leiy 
low in relation to those of opera singeis tvill not cause the formei 
workers to throw away their pails and mops and mob the opera 
houses, nor will the fact that college piofessors are better paid tlian 
street-car motormen cause tlie lattei workeis to attempt a mass 
invasion of the ivoiy towers of learning The simple fact is that the 
labor supply does not consist of a single large mass of like units of 
labor, all of which engage in competition for the entiie range of 
available jobs Instead, because the labor supply is stratified into 
various groups or grades of laboi, the mcmbeis of one group find it 
most difficult, if not impossible, to compete for the jobs uhicli are 
open to the membeis of a higher gioup The nature of these laboi 
groups (such as unskilled, semi-skilled, skilled, and piofcssional and 
managerial labor) and of the hereditary and environmental obstacles 
to movement from a given group to a higher one will be familiar 
to most readers 

Even if we limit tlie discussion to the vaiious occupations which 
aie open to the members of a single labor group oi giade, we find 
that workers do not always shift occupations in response to changing 
wage rates In some cases, of course, woikers may continue to accept 
a certain wage, even though a higher one is available in some other 
occupation, because tliey aie not aware of the various opportunities 
which eMst for tlicir employment or because then movement is 
prevented by powerful unions In other cases, they may knovr of the 
highei wage lates to be obtained in other occupations and may be 
qualified for tliese other jobs, only to be unable or unwilling to take 
them because the bettei -paying jobs are out of commuting distance 
The workers may be unable to afford the e\pense of moving them- 
selves and their families to another place, they may have foimed an 
attacliment for their present location, they may have cliildien m 
school whose oppoitunities for education would suffer in the new 
community, or they may have homes of which they could not dispose 

vvithout incumng a considerable loss 

Thus the distiibution of the agents of production among indus- 
tries and places on the basis of prices is not an accomplished fact 
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under capitalism but meiely a tendency winch operates slowly and 
haltingly through time The lelativc immobility of the agents ol 
production obviously has an important effect upon the success with 
which production can be controlled on the basis ot puce iclation- 
ships Favorable or unfavoiable piicc-cost lelationships do afford 
a stimulus to the e\pansion or contraction of the production of par- 
ticular economic goods, but adpstments of production to changes 
in demand cannot occur quickly and smoothly because of the im- 
mobility of the factors ot production And, all too often, before 
an adjustment of production to one change in demand can be com- 
pleted, another cliangc in demand will occur which will rcndei the 
attempted adjustment of production inappropriate 
The market conditions which prevail on the supply side of pi ice 
determination are also impoitant It is only under competition that 
the enterpiisers in any particular industry, in reacting to increased 
demand and favorable prices, may be evpected to expand produc- 
tion so much that the price of die product will necessarily fall back 
to the cost of production level In controlling the affaiis of their 


enterprises, monopolists and monopolistic competitors must pay at- 
tention to the demand for tlieir products, but under any given 
demand they have no incentive to cairy production to the point at 
which they can obtain prices which will only cover the average cost 
of production per unit of their goods Instead, diey tend, under any 
given conditions of demand and productive capacity, to limit output 
to the volume at which the marginal cost of producing the good is 
equal to the marginal revenue derived from Us sale Since sucli an 


output IS ordinarily well short of diat at which price just covers 
average cost of production per unit, it follows that the productive 
results of operation under conditions of monopoly or monopolistic 
wmpetition are quite different from those envisaged by the general 
description of the control of production on the basis of price rela- 
tionships In somewhat similar fashion, the existence of conditions 
monopoly or semi-monopoly on the demand or supply side ot 
e mar ets for factors of producUon, or even the existence of con- 
auions Of monopolisuc competition m the sale of products whose 
p aucers ate also, of course, demanders of the productive agents, 

of he aim employment, on the distribution 

of the agents among mdustnes, and on the kinds and relative quan- 



COMPARATIVE ECONOMIC SYSTEMS 


124 


titles of economic goods which the entire economic system will 
produce 

Under conditions of monopolistic competition, pioducts are dif- 
feientiated and the individual enterpiisei is in a position to control 
the market foi his pioduct to some extent In such a situation, the 
enteipnsei may readily decide that it will be better for him to tiy 
to "educate” the consumers to want what it seems appiopiiate for 
him to produce than to tiy to suit his pioduct to the supposed wants 
of consumeis The simple theoietical discussion of the control of 
pioduction on the basis of puce relationships tends to oveilook the 
whole lange of advertising and other economic activities whose pur- 
pose IS, at least in part, to cliange the pattern of human wants lather 
than to satisfy the wants which already exist 

Governmental interference with and control of economic activity 
may alter considerably the total productive and otlier results 
achieved by a capitalistic economy Even in an economic system 
which IS ostensibly capitalistic, governmental action may forbid 
altogether the production and sale of some commodities and serv- 
ices, may regulate the pioduction and sale of other economic goods, 
may interfere with the ordinary bargaining processes of laboi 
markets by sponsoring and encoui aging labor oiganizations, and 
may establish minimum wages and maximum houis foi woikeis to 
mention only a few things After goveinmental interference and 
control IS an established fact, the pioductive and disUibutive pioc- 
esses of the economy will undoubtedly adjust themselves again on 
the basis of price lelationships in tire new situation, but tlie total 
lesults achieved will never quite be what they would have been m 


the absence of governmental inteivention 

The method of appoitiomng consumers' goods among the persons 
who desiie them by means of price changes, or of bunging the 
market demands foi and maiket supplies of economic goods into 
adjustment by means of puce changes, is capable of working ver>' 
efficiently There is always a price high or low enough to move any 
quantity of an economic good, however laige or small, off the 
maiket In actual practice, however, the method works much bettei 
in one direction than in the other When certain economic goods 
are unusually scarce, prices oidmarily rise leadily, and the nuinbeis 
of buyers or the quantities demanded aie restiicted When economy 
eoods^xist in quantities which cannot be disposed of at the pi^ 
Siling prices, die puces do not always fall readily, and we som 
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umes see large unsold stocks of tliese goods piling up while many 
people desire to pui chase them and cannot do so Tire difficulty here 
IS not that the price medramsm will not woik but ratlicr that pio- 
duceis and sellers do not caie to let it work That is, they ate un- 
willing to lower prices to levels at which all the available goods 
could be sold 

The method of controlling long-run supplies of productive agents 
by means of prices applies with real force only to capital, and even 
here the results produced are far from perfect The total quantity 
of savings and of capital often adjusts itself very slowly to changes 
in the interest rate In times of depression saving may go on at a 
considerable rate even though the rate of interest has been declin- 
ing steadily and the demand for funds to invest in industiy is light 
On the other hand, in highly prosperous times the demand foi sav- 


ings to invest in productive facilities may outrun the total quantity 
of savings although the rate of interest rises consideiably 
Equiltbnutn and Economic Optimum We see then that, rvhile 
tlrere are forces making for equihbiium in the opeiation of a capi- 
talistic economy on the basis of price relationships, full economic 
equilibrium is not likely to be completely rvorked out at any par- 
ticular time And even if full economic equilibrium did exist in 
practice, there rvould still be several reasons for doubting whether 
tins result would be an economic optimum or would mean the 


rnaximimion of economic and social welfare In tire first place, it 
IS clear that the control of production through changing price rela- 
tionships merely adjusts producuon, at best, to the effective demands 
for goods in the market, and not to basic human desires or needs 
Production would be adjusted to human desires or needs only if all 
persons demanding economic goods had substantially equal money 
incomes (and perhaps not even then) Under this condition, con- 
sumere would presumably offer highest prices for the goods which 
they desired most Thus the existence of a high price for a good 
rvouitl indicate a strong consumer desire for more of it, while low 
unimportant goods or goods the demands 
arinli relatively well satisfied Under the 

e?uahtv';n capitalism, with great in- 

rlabihtv income among individuals, the 

may mevaiU^r destroyed A high price 

ay prevail either for an essenual good which is in strong demand 

for some tnvial. unimportant good whose purchasers have a 
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gieat deal of money to spend Similaiiy, a low price for a good may 
mean that the good is of little impoi tance and that the demand for 
It IS already well provided foi , or it may mean that tlie good is one 
of considerable importance, peihaps even a necessity of life, but 
that those who would oidinaiily purchase it have little money to 
spend for it or for anything else 

Business enterprisers, who are on the lookout for goods whose 
prices are favorable in relation to their costs, do not bother to ask 
why the prices aie what they are Indeed, it would be too much to 
expect them to investigate the leasons why people demand the 
goods which they do, m fact, demand Thus, under capitalism, with 
Its inequality in income distribution, the reaction of enterprisers 
to price relationships alone serves to direct agents of pioduction into 
the pioduction of nonessential goods while really important human 
wants go at least paitly unsatisfied It leads to the production of 
yachts for the transportation of the few before there are enough 
shoes for tlie transportation of the many and to the production of 
cake for the rich before the needs of many poor people foi bread 
are satisfied Under conditions of extreme inequality in the distribu- 
tion of money income, even the most peifect adjustment of pioduc- 
tion on the basis of price relationships could scarcely be considered 
to produce an economic optimum 

On the other hand, we should not be on secure ground in assert- 
ing that perfect equality in the distnbution of income and wealth 
would be necessary to the existence of the economic optimum We 
have no way to make objective comparisons of satisfactions or 
utilities as between persons and there is no way to measure a^C' 
gate satisfactions for the whole population of the economy because 
of possible differences between individuals with regard to their 
capaaties to experience satisfacuons Certainly the common as 
sumption that all persons have equal capacities for satisfaction is 
incapable of scientific proof Thus, apart fiom any questions of 
the distribution of money income, we need to know more about tlie 
psychological basis of human wants beloie we decide that a given 
equilibrium condition would be an economic optimum To what 
extent is it possible for prices to measure the stiength or magnitude 
of basic human needs or wants? The economist’s understanding of 
the psycliological basis of human wants is none too strong and the 
usual utility analysis is ratlier unsatisfactory fiom the point of vieu 
of psycliology When we say that an individual wants a good be- 



MAKING ECONOMIC DECISIONS 


ause It has utility for bun, all -we are really saying is that the in- 
dividual wants the good Until we have a more complete knowledge 
of human motivation, we are not justified m saying that full eco- 
nomic equilibrium on the basis of pnce relationships, even if it re- 
sulted m the equalization of marginal “utilities" or marginal “de- 
sires," would be an economic optimum 
In the second place, we note that the market and pnce mechanism 
does not furnish us with a satisfactory means of expressing aU our 
.irants It would be possible, we may suppose, to allow private 
enterprisers to furnish us with such things as fire protection, educa- 
tion, and health service on the basis of price relationships, but we 
do not do so Because of the great importance which we attach to 
these services and because of our complete unwillingness to accept 
as appropriate the volumes of them which would be provided for 
' us on the basis of pnce-cost relationships m the market, we insist 
that the provision of these services be taken out of the realm of the 
-■market and that it be undertaken by public authority Again, some 
>f our more complex wants seem to baffle the ingenuity of the 
narket and pnce mechanism altogether Take, for example, the 
natter of national defense, or the protection of the citizens of the 
•conomy from attack by external enemies As Mrs Wootton has 
■aid, “No device readily suggests itself by which such of the in- 
tabitants of a given terntory as were unwilling to subscribe to the 
ost of maintaining an army could be prevented from enjoying its 
orotection m time of war, or, which would adjust the amount of 
wotection enjoyed by each citizen accurately to the amount that 
,ie chose to spend upon this service Or, consider die desire for 
.■-conomic security, which undoubtedly holds a high position in the 
valuation scales of many individuals. Clearly, “There is no way in 
A’hiclt we can go into the maiket and, as it were, bid up the value 
™ stimulate the economic system to deliver more 
‘ ™ product " > As a final example, suppose we have a 

''qinL^.n u '"^tch IS maiked by much less in- 

'Lm Th " income Uian is our own capitalisUc 

“ apparendy no way in which our willingness to 

icf y®'' New York Tamr and Rinehart 
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Thndly, the market and price medianism, as such, gives con- 
sume! s no opportunity to bid against the production and sale of 
ccitain commodities and seivices whidi they regaid as undcsiiable 
Theie may be a gieat many people whose total of satisfactions would 
be much increased if they could prevent the publication and sale 
of a pal ticular book or the production and sale of alcoholic bever- 
ages, noxious patent medicines, or other pioducts, and who w’ould 
be glad to pay prices to obtain such satisfaction of tlieir negative 
preferences if any oppoitunify could be gnen them to do so But 
thei e seems to be no way in whidi tlie market mediamsra can take 
these negative pieferences into account, and ive may exercise these 
preferences, if at all, only by public (that is, governmental) acuon 
Finally, die maiket mechanism provides no means for measuring 
the efficiency with which die market mechanism ivorks or die total 
satisfaction which is derived Iiom its use in comparison widi that 
which might be realired from the use of some altei native mechanism 
for the allocation of scaice means among alternative ends The de- 
fense of the market mechanism in dicse connections is usually stated 
in terms of the freedom of choice whidi dns mechanism affords to 
consumers in die capitalistic system However, on examination, we 
might well find that die freedom of dioice ivhich consumeis w’ould 
really like to have would be at the same time more comprehensive 
and less detailed than that wludi the market mechanism actually 
offeis It would be more comprdiensive because, in actual practice, 
the consumers’ choice as to the various uses to which the productive 
resources of the economy should be put is secondaiy rather dian 
primary That is, the market and price medianism never asks the 
consumeis to specify the various commodities and seivices for the 
production of which diey would bke to see the scarce resources of 
society used The really fundamental choices are made by business 
enterprisers, who decide what commodities and services should be 
placed on the maiket, and consumers can actually choose only 
among die various options whidi are offered to them by the entei- 

^ The ideal freedom of consumers' dioice would be less detailed 
than diat which diey actually have because, “As a matter of actual 
experience, there is indeed quite a good case to be made for the 
view that the market, m modem conditions, imposes upon con- 
sumers, or at least upon those of them who are even 
affluent, a range of choice which is actually burdensome On tne 
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theory that I alone know what is satisfying to me, the market insists 
upon offering me a betvildenng variety of alternatives from which 
to choose The business of selecung between scores of varieties of 
cosmetics or saucepans or neckties is really very arduous, and one 
of which many of us would gladly be in large measure relieved 
And, moreover, it is a business which most of us, most of the time, 
are quite incapable of conducting intelligently True consumer’s 
choice, with its implication of caveat emptor — ^let the buyer beware 
—is all very well in a society in which consumers are in general 
equipped at least with the minimum of technical knowledge neces- 
sary for enhghtened choice Today, as everyone knows, they are 
mostly very far indeed from being m this happy state As a pur- 
chaser of jams, for example, I am quite incapable of deciding for 
myself which varieties are made of fruit and which are synthetic 
substitutes, nor do I even know, at all accurately, how far the sub- 
stitutes are, on the one hand, actively pernicious, or on the other 
hand, just as good as the commodity which they replace As a pur- 
chaser of textile goods, again, I am quite incapable of discriminating 
between weight which is due to the quality of the material and will 
promote hard wearing, and the specious heaviness which is achieved 
by excessive loading or dressing, and which will disappear the first 
time that the stuff is washed or cleaned I may, perhaps, claim to be 
a disaiminating purchaser (discnminating, that is, of course, in 
terms of my own standards of satisfaction) of books on economic or 
Sociological topics, but few of us can claim such competence in more 
than one or two fields Even where we do realize our own wants and 
would value the power to direct resources to their satisfaction, this 
very readiness to exercise choice is, in fact, over and over again 
doomed to sterility, just because we are pathetically incapable of 
recognizing whether what we get is, or is not, what we wanted 


bo!h bv answer to say that in a competiUve world, we can profit 
and by those of othen, so that the more^satis- 
the less For, m the 

true that tk ^''hirh the public does not find satisfying It is indeed 
mv be to ' dissL® n dirS 

defense asaimt a ^ experience will not be an infallible 
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discontinued, with the result that others are spared a like experience But 
this does not alter the fact that the consumes freedom of clioice would 
have meant a great deal more to him i£ he had been able to detect the 
faulty product bef oie he had elected to buy it And, in the second place, 
while suspecting that some of our choices are unsatisfactory somewhere, 
we may never be able, even after experience, to lay our fingers on the 
exact spot where we went wrong I want to buy good food, and I know 
that I may make myself and my family ill, if 1 fail to do so, but I may 
well be far too ignorant to locate just wheie my buying is at fault, even 
when 1 perceive that I am not getting satisfactory results 

In view of these familiar facts it is, I suggest, quite absurd to suppose 
that market demand can claim, even under competition, faithfully to 
direct resources into production of just those things that are wanted in 
any coramonsense meaning of the word, or even to do this job so well 
that no alternative is worth looking at It is far from self-evident that it 
would not be better, for example, in some cases to consult the consumer 
as to the general outline of the pattern of pi eduction, and then settle 
details over his head, as a planned economic system, conducted in a po- 
litically democratic soaety, but not pledged ngidly to follow the lead of 
the market, might do * 

After considering all these factors, we may well deade, as many 
other economists have done, that, even if full equihbnum on the 
basis of pnce relationships could be achieved under capitalism, it 
would be just equihbnum and nothing more Or, if we are de- 
termined that su^ an equihbnum must be an economic optimum 
of some sort, we should consider it only as a practical optimum, 
rather than an “optimum optimum,” in the sense that maiket equi- 
librium on the basis of pnce relationships, witlr all its imperfections, 
would furnish us with a better set of solutions to the important eco- 
nomic problems than any alternative which is also deemed piac- 
ticable However, such an opinion should be formed, if at all, only 
at the end of this book, and not at the present point m the dis- 
cussion 

Making Economic Decisions in Waiiime Our discussion of the 
making of economic decisions has dealt thus far with the operation 
of a capitalistic economy under ordinary peacetime conditions 
Under the emergency condiUons of warume, the normal functioning 
of the price system may be almost completely suspended and eco- 
nomic decisions may be made on the basis of governmental plan- 
ning and control Theoietically, the expansion and contraction of 
various industries, the conversion and reconversion of productive 

Vlbid, pp 188191 Repnnted by pemusston of Farrar and Rinehart, Inc, 
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faalities, and the allocation of land, labor, and capital among in- 
dustiies and businesses could be allowed to depend upon price 
relationships even in waiume For evample, the goveinment might 
undertake to pay such high and profitable prices foi airplanes that 
existmg airplane factories would lun at full capaaty, automobile 
pioducers would voluntarily curtail or stop the production of auto- 
mobiles and convert tlieir faalities to the production of airplanes, 
and new firms would be induced to enter the field of an plane 
production Similarly, the industries engaged m war pioduction 
might attract the necessary workers by paying wages much higher 
than the workers could obtain in industries producing civilian 
goods, and so on 

In practice the goveinment is likely in wartime to resort to diiect 
contiol over production and over die extension and conversion of 
productive faaluies The reason is not that wartime problems aic 
unusual in naluie, but rather that they are unusual in scope and 
uigency In peaceume, the conversion and extension of producuve 
facilities occur gradually, and only a small number of industries 
may be seriously affected at any one time In wartime, the conversion 
and extension of productive hicihties are needed immediately, and 
most, if not all, industries are affected to some extent 
Moreover, if the banks are creating a considerable part of the 
funds necessary to finance the government's wai expendituies (by 
buyii^ government bonds and paying for them by creating demand 
deposits for the government), reliance on price relationships to in- 
duce the extension and conversion of pioductive faalities may be 
ineffective and costly That is, if the government spends mudi moie 
for war than it takes out of the current incomes of the people 
tluough taxes and direct sales of bonds, the willingness and ability 
of the government to pay high prices for airplanes may be offset 
to a considerable extent by the wiUmgness and ability of private 
individuals to pay high prices for automobiles and otlier civilian 
goods In such a situanon, the extension and conversion of produc- 
tive faalities may not go forward as desired, and the money cost of 
the war may be greatly inaeased as puces use because of the com- 
peutive bidding of government and people for war goods and 
avihan goods, respectively When agents of production are fully 
employed, competitive bidding for tlieir services may result in 
serious infiation Hence, in wartime, a government is likely to con- 
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trol prices directly and to regulate production thiough official 
boards or other agenaes 

Soon after the United States entered World War II, the task of 
speeding and guiding the output of necessary goods was assigned to 
the War Production Board, which was created by two Executive 
Orders issued by the President of the United States The War Pro- 
duction Boaid was authorized (1) to exercise general direction over 
the war procurement and production program and (2) to determine 
the policies, plans, procedures, and methods of tlie several federal 
departments, establishments, and agenaes with lespect to war pro- 
curement and production, including purchasing, specifications, and 
construction, and including conversion, requisitioning, plant expan- 
sion, and the financing thereof, and to issue such directions with re- 
spect thereto as might be deemed necessary or appropriate The 
Board established a number of regional offices, located in laige cities 
from coast to coast, to facilitate the handling of local and regional 
problems 

The powers of the Board were, of course, very great It could 
order industries producing civilian goods to curtail production oi 
even stop operating altogethei, and it could permit them to resume 
operations when needs for war producUon moderated to some ex- 
tent It could take almost any necessary steps to insure tlie adequate 
production of essential war goods Conversion and extension of 
plant facilities could be undertaken only with the approval of tlie 
Board, and the Board controlled the allocation of vital materials 
and capital goods among firms and industries 

Under the so-called Controlled Materials Plan, prime contractois 
all over the country were requiied to assemble bills of materials 
needed, specifying kinds, quannues, and the times at which needed 
These bills of materials were submitted to seven claimant agenaes 
Army, Navy, Maritime Commission, Aircraft Scheduling Unit, 
Board of Economic Warfare, Lend-Lease Administration, and Office 
of Civilian Supply The claimant agencies combined the bills of 
materials sent in by their contractors and submitted tliem to the 
War Production Board, which matched total requirements of the 
claimant agencies with available supplies of mateiials, making a- 
lowances to the various agencies according to tlieir importance 
The claimant agencies followed their own preferences in distiibut- 
ing their allotments to the pnme contractors, who in turn rationed 
the materials to sub-contractors The allotments to contractors 
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amounted to "certified checks" for specific quanuties 
rspeafic periods o£ time Finally, the War Pioduction Board had 
to inform L producers of the materials what kinds and amoimts 
of materials to^furnish m older to meet the allocated demand in 

"''To^tSs°e^conUols over production and the allocating ol^temh 
add other controls over prices in general, the allocation of khor, to 
apportionment of finished goods among consumes, credit, forei^ 
trade, and other matters and you have an erstwhile apitahstic 
economy which is difficult to disunguish from a planmrf and con- 
trolled economy These other controls will be described hiiefiy in 
appropriate later sections of the text 


Making Economic Decisions undei Socialism 

Socialism and the Price System A socialistic economic system 
would face tlie same important economic decisions as a capitalistic 
economy, and it would m all probability, make use of money, 
credit, and prices *1lowever, m the absence of private property in 
most productive wealtli, freedom of enterprise, and compeution, 
and With economic motivation emphasized less strongly than undci 
capitalism, the opeiaupn of a socialistic economy prpbably would 
n ot depend upon price relationships to as great an extent as does 
that of a capitalistic ^stem Under socialism, according to a com- 
mon interpretation, d ecision s as to the kinds an^ quantities of goods 
which would be produced would not depend on pnee relationships 
Thmmider soci^ism one of die major funcuons of the price.system 
un der S^pi tahsm would be eliminated For all practical purposes 
society as a whole would be the only business enterpriser Since 
society as a whole would both oivn and operate the land and capital 
of the system, merest and rent would not.be paid and received as 
unde r capital ism The planning authority or commission, whidi 
would be entrusted with the direction of economic activity under. 


socialism, might charge itself with certain amounts of rent_and’ 
intoest for the land and capital used in various branches of produc-l 
tion, but any such charges would be purely arbitrary, according! 
to this interpretation, and would not result, of course, fiom compej 
tition between pnvate oivners of these agents and the persons de- 


siring to use them in production W^ es o f vanous-kinds. would 
constitute about the only money expense of production in -the 
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ordinary se nse unde r s^aalism Wage diffei entials themselves would 
prob abl y be adjusted so as to accomplish whatever lesults.tlie^plan- 
ning commission tliought were worth adiieving, and would not 
^^result from competition between woikers and private employeis 
'I'fThus, the cost per unit of any economic good would be whatever 
1 the planning commission said it was 
\ "Similarly, so it is said, the prices of finished products would not 
be determined by competition between buyers on the one hand and 
private sellers, organized under competitive condition s o r those of 
monopoly or monopohstic competiuon, on the otlier The prices of 
die varmus economic goods might well be set high or Iqiy by the 
planning commission according to whether it wanted to encoiirage 
or discourage die consumption of the various goods or whether the 
amoimts available of the goods were large or small Since both 
pric« and costs would probably be arbitiarily deteimined by the 
same planning audiority, the relationships whicli exi sted betirecn 
such prices and costs would be virpially without significanp; and 
could not be depended upon for conti oiling the kinds and quanti- 
ties of goods to be produced The upshot of the whole matter is that, 
^ / while puces and costs would be used as accounting denccs under 
socialism and as convenient tools foi making plans afid^penismg 
their execution, the basic decisions in the field of production would 
probably be made arbiuanly by the planning authont^n tlicTiasis 
of s ocialities foi the products, or some other basis, and not_on the 
basis of the _prospectiYe profimbleness of prodmH^_}he^ .various 


<1 


kinds of goods 

Since sol:iety as a whole would oivn and operate land and capital 
under socialism, these agents of producuon would be distributed 
among the various industiies and lines of production in such a nay 
as to make possible tlie cairying out of the plans set up by the plan- 
ning autlionty Since the various industiies and enterprises nould 
probably never get a cliance to bid various prices for tlie land and 
capital, tlie distii buuon of these agents among industries under 
such conditions ivould be in no way dependent upon die prices 
whicli diese industries might be willing to pay for the agents In 
odier voids, land .and capital would be assigned arbitiaiily to the 
laiious industrics’on tlic basis of the plans for production and the 
iccond function of tlic price system under capitalism— that of 
distnbuung the aiailable quantities of agents of piodiiciion among 



MAKING ECONOMIC DECISIONS 135 

in dustries — ^vvould be eliminated in so far as land and capital were 
concerned 

But the ca rrying out. of. general economic plans requires that 
l abor, a s w_ell m land and capital, be di stribu ted appropiiately 
among industries'^lt is possible, of course, tliat workers, too, might 
be arbitrarily allocated to industries and occupations on a com* 
pulsory basis, but such a cavalier method of handling workers is 
rather impiobable Workers are human beings and tlie different 
ivorkers have different abilities, find some occupations pleasant 
and others distasteful, prefer to hve in different places, and so on. 
Their arbitrary assignment to certain tasks might well make for 
bodi inefficiency and dissatisfaction on the part of tlie workers, and 
this clumsy metliod would probably be held m reserv'e to be used 
only as a last lesortk^gain, something might be accomplished by- 
moral suasion, slogans, and exhortauons, or by offering various non- 
pecuniary incentives, sudi as leisure, vacations, speaal privileges, 
m^als and insignia, and various public honors 
v/rhe distribution of labor among occupations could also be 
affected by raising and lowering the qualifications required of per- 
sons who desired to enter the various occupations High requme- 
ments could be used to prevent the overcrowdmg of attractive 
occupations, and low requirements might keep less desuable occu- 
pations from suffering from a shortage of workers However, the 
vanous sets of qualifications which would induce an appropriate 
quantitative distribution of workers among occupations might well 
set standards of competence which were too high in some occupa-' 
tions and too low in others from the point of view of social welfare 
and It IS quesuonable that low requirements would function' 
effectively as a means of attracung workers to certain occupations 
n all probability, then, the planning authority would provide for 

occupations and 

^ fcwkm a „£ !«adom-.i-diitnbumg aiemsi™,' 

Waaa/T ^ occupaUons On the basis o£ these differential 

“» gt»t a conten. 
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^ tlie competition of woikeis and employeis as undei capitalism, they 
5 would be set up, and vaiied at will, by the planning autlioiity m 
Older to obtain the desned distribution of ivoikeis among indusnies 
and occupations In spite_^thMe diffeiences, it may be said that 
under jocmlism. the distiibution Qiwqrkgrs^mong industries and 
occupations would depend upon puce (wage) 'relationships to a 
considerable extent However, sometlnng more than wage ad] 5 Ft- 
ments would be lequired to get workers out of declining indusUies 
It would be necessary for die planning authority to discover neiv 
opportunities for the employ-ment of the workers and to assist in 
canng for problems of transportation, retraining, and rehousing 
''A socialistic system would also face the problem of latiomngjhe 
limite^quantities of finished goods among die consu meis of lthe 
sy^m It IS likely that this funcuon would be performed to a great 
extent fay means of p rice c hanges undei socialism as under capital- 
ism, aldiough the necessary rises and falls in prices would result 
from orders given by the planning audiority and not horn die 
actions of individual buyeis.and sellers in die market If, at a 
ceitain time, the available quantity of an economic good should 
be unusually limited, the planning authority would raise the price 
of die good so as to eliminate some buyers from the maiket, on the 
odier hand, a low price would be used to induce increased purchases 
of Some economic good whicli had been produced in unusually 
laige amounts As a matter of fact, this mediod of lationmg might 
ivork better under socialism than under capitalism, since the plan- 
ning authority probably would be uninhibited and would not hesi- 
tate to raise or lower individual prices by any amount necessaiy to 
bring maiket demand and market supply into equilibiium How- 
ever, under socialism, some lationmg might well be done dirough 
quantities instead of thiough prices in order to make sure that all 
consumeis would be able to obtain at least certain minimum 
amounts of scarce commodities 


' The totaI_ amount, gf_Iand available for production in a given 
economic system would be as'fixed under socialism as under capi- 
talism, and the total nu mbei of workers would probably be as little 
subject to wage influences undeT*one system as under the other 
Hoivever,'^a soci^istm^systera would have to fin d som e-method of 
reaching a decision as to the extent to rvhich the eMstmg;,5gmts of 
production should be used U)_produce capital goods to assist in 
furdier production instead of being used to produce consumers' 
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goods for present enjoyment Under capitahsin the processes of 
Svine mvLment, and capital formation are left to depend m 
large^measure upon tlie reactions of individuals and firms to the 

of consumab^ods^ but under .soaajism >is function of pri 
rela'iS^s'^ld probably be elimmamd ' 

authoritfwould decide to what extent capital goods should be pro- 
duced, in order to acliieve its other objectives, and it would accom- . 
phsh Its will in this matter by assigning existing land and capital 
to the production of capital goods rather dian consumers goods, 
and by paying high enough wages to attract workers to die indus- 
tries producing capital goods The atizens of the economy would 
then "save" by going without consumeis’ goods, for each increase in 
the quanuty of productive agenu used to produce capital goods in 
a given period involves a corresponding deaease in the quantity of 
productive agents which are available to produce consumers’ goods 
in that period, assuming full employment for die agents of produc- 
tion at the beginning of the penod 
The g eneral impr ession furnished by this interpretation of soaal- 
ism IS that a socialistic ec;pnqmy_vjpuld Jiandle by means of economic 
planning most~or the decisions which are supposed to be made 
und^ capitalism through foe reactions, of private individuals and 
firms to^^cTrelationships, and that thes e decision^ ould-bc made 
by tfi ^lannin g _agenq or.aufoOTity -in rather arbitrary fashion 
Ever so many economists hold that, while economic planning is 
undoubtedly necessary under socialism, foe planning decisions must 
be made arbitrarily The reason for this opinion is easy to grasp 
An economy must have, money „as_ a common denominator for 
fiiii foe d goods and agents of production, and the prices q^all these 
foingjmust be determined by the actio ns of la rge numbers of 
indivi dual buy ers an^sellersjn foejnarlS, if^ecmornic decisions 
base d on rationa l calculation .areL.to,.be possible The ^cisions_of 
the economic planners in a soaalistic economy must be arbitrary 
because they have no s uS marketrdetermined pn^c^ of finished 
good s and ag ent s of p roduction to guide them 
This does not mean tMt foe planners cannot make economic 
decisions but it does mean that the y ran never be su re -whether 
foeir decisi ons are well ma de They will know, of course, that a 
large amount of a good is ordinarily to be preferred to a small 
amount, but, having decided to produce a given quantity of a good 
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through the use of given quantities of the productive agents, they 
will never know whether that quantity of that good will give more 
sausfaction in relation to its cost than tlie quantity of some otlier 
good which could have been produced witli the same quantities of 
the agents of productionyAgam, if the planners can oidei the pio- 
duction of an economic good by either of two methods, each of 
whidi requires a diffeient combination of the agents of production, 
they can never be suie which method should be diosen They may 
know and prefer the method which produces the greater amount of 
product, but they cannot know diat this method was actually 
superior on the basis of cost 

The planners may deade to pioduce hundreds of thousands of 
tractors for agricultuie, and the results of the decision may appear 
satisfactory since the tractois sell for “planned prices” which cover 
“planned costs," but the planners cannot be sure that the quanti- 
ties of productive agents leqmied to produce the tractors could not 
have been used to pioduce low-cost housing for, the citizens with 
1 greater sum total of satisfactions resulting NA.gain, if a certain 
quantity of an agricultural product can be produced by intensive 
methods but a greater quantity can be produced by extensive 
methods which require greater quantities of land, the planners may 
choose the latter method but they cannot be sure that their decision 
would have been appropriate if the land and tlie agricultural 
product had been priced in a competitive market 
Rational Allocation of Productive Resources under Socialistn, 
However, there aie some econonusts who do not_accept_tIus_rom- 
mon opinion to the effect that all die important econ omic d ecisjons 
would have to^ made arbitral ily by the^economic ^lannms undei 
socialisnT'Tlrey see a possibility for^die rational allocation of 
pioducave resouices even under socialism, although the process by 
which this result might be acliieved would be highly complicated 
According to Pigou, for example, we might start by defining ra^al 
allocation to mean such a distribution of productive lesouices tliat 
diri^ginaljpiivate cosfof eadh 'good would equal average _cost, 
and the aveiagelcost qf^adi good would equal demand .price We 
assume at fiist that die producnye agents last forever and thatjip 
new ones can be made,That'tIie processes of production and 
tribiiuon are instantaneous so that no working capitaljsjiec^ary, 
thatall workeis are alike and receive equal incomes, and that diere 
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y/ 

are no other productive resources, andjwc ignore the £act tliat some 
good s are produc ed jointly and that*othei5 require successive stages 
o£ production at Uie hands.'orse\'erarmdustries*<£.abof is originally 
distnbuted roughly and aibitranly among indiismes, and then us 
distribution is adjusted so that there is no shortage or surplus oE 
any good and so tliat the amount paid out m wages in eacli industry 
IS equal to the total sum received from the sale of the product 
of that industry. 


The ne xt step is to br iffl m the o ther age nts of production and, 
since there are_no^ market-detCTmined-prices for the use of itwsc 
agents, arbiuary “accounting” prices Jot-tlieir use must be estab- 
lished by the planning agency These accounting pnces are deemed 
co nrect w hen, on the basis of these pnces", "alf the industries (with 
each operating so as to ininimire avCTage accounting costs of pro- 
duction) prease^^ absorb all tlie workers and productive instru- 
ment s The nioduc tive agents ate distr ibuted roughly among indus- 
tri^at first, and tlien eaA industry is cliarged with tlie task of 
varying output so that (1) there will be no shortage or surplus of 
any economic good, (2) each industry will receive a total income 
fro m sales'w hich will equal total costs on the basis of the accounting 
prices for the productive agents, (3) the ^rage accounting cost 
of eachjndustry’s product will be a minimum, "and (4) the workers 
as a whole will get just enough income to buy all the products 
available for their, use ‘'After all adjustments have been made, it 
will be found that accounting prices for some agenu have been set 
too high and those for others too low, and tliat some units of some 


agents will be unused while industries would gladly use more than 
the total quantity of other agents '"The accounting prices of tlie 
agente must then be adjusted, and this calls for a further set of 
adjustments all the way doivn the line 
We mustjlso^account fm die different hnds .of labor If we 
assume that all workers are alike except for training and that the 
cost and time of training are die same for all occupations, the 
planning authority must decide how many workers should be 
gained for each occupation, select the woikers. tram them, and fit 

ZuldT adjustments 

-Ke accost of the vaiym'g abilitiel,of 
wo^s, which cannot be produced by training, IhTj'^JJir^duc- 
tionrf some goods, the several stages ojE production re^iired for 
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Others, and any interaatioiwl infl uen ces which might a ffect th e situ- 
ation Eventually the complete rational allocation of productive 
resources might be achieved “ 

f Even so, the planning authority would have to realise that certain 
instruments of production do not last forever, tliat addition al q uan- 
tities raiTbe produced, and that working capital is necessary While 
the pla nners w ill have set up accounong la tes o f jnterest for the 
purpose of allocating available capital funds amo ng indus tries, such 
accounting rates of interest will not be useful in deciding what part 
of the economy’s resources should be devoted to the production of 
capital goods and consumers' goods, respectively Thi s decision must 
be made arbitrarily, but there is some question as n^ yhether or not 
this would be a great disadvantage A socialistic economy would be 
no worse off than a capitalistic economy in deciding what part of 
total resources should be devoted to investments in aimaments, 
roads, education, and health, and might actually reach superior 
decisions on the latter two types of projects vThe claim that a 
.ocialistic economy would be too far-sighted and inclined to over- 
weight the future may be countered by the claim that a capitahsuc 
economy traditionally overweights the piesent Thus, while the type 
af decision under discussion would be made arbitrarily, there is no 
reason to assume that the decisions actually reached would be woise 
han those of a capitalistic economy 

We shall now examine briefly another approach to the problem 
if rational allocation of pioductive resources under socialism Ac- 
lording to Dickinson, such a rational allocation will be considered 
IS achieved oiSy^f (I) all productive resources a^ fully ut ilized, 
'2) the prices of all goods arr^^'to cost, '(3)'amoi^:aIlgnawe 
netliods orproductiom that oJie is' always cliosen whichJ;unis>out 
he product at least cost, and'(4) each production jood_«rith„alter- 
lative u^s is so districted that its marginal net produSLiS-®^" 
ise K'^irai to its price In order to obtain these results, it must be 
Dosslbifm the satisfacuon to be deuved from extra goods 

vith their cost and to compare the cost of using alternative methods 
,f producing a given good Since the agents of production do not 
lave market-deteimmed prices, arbitrary or accounting prices must 
le set up for all agents, or for all agents except labor 

.This d.aai«.on is based on A C Pigou, Socah^ versus Capnahsm Lory- 
Ion ShemiHan and Company, Ltd , 1937, Chipter 7 
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Once cQSts_have_faeen set up, it is pos sible to choos e between goods 
and between dilleient meth ods p£_prodiiction, and the principle of 
subsmuTion canjunction./The original prices of goods and agents 
of production, and the distiibution of the agents among industties, 
will be very arbitrary, but eventually both the prices and the dis 
tribution can be adjusted so that tliey conform to the principles ol 
scarcity and substitutionAf some agents of production are given' 
accounting prices which are too high, some units of these agents 
will be unemployed If the prices of other agents are set too low 
m relation to their scarcity, industries will try to obtain laiger 
quantities of these agents than are available Tlic inmal stage of I 
rauonal allocation is reached by adjusting tlie prices of the agents! 
until all are just fully used Then industries will have an incentivej 
to substitute, where possible, those agents whose prices have fallen 
foi those whose prices have risen T his may require furtlier chang es 
“1 f actor price s, and so_pn, but wiA each, set of changes sm.aller 
m magnuude_than_the preceding set 
The^ext stage is found in applying the prmciple of cost to both 
finish^ and intermediate goods It will be discovered that, after 
the E?£edmg_adjustments, som e of th e goods are priced .below 
c«t and others zhove cost As t lie p rices of some goods are raised 
and those of others are lowered, additional factors of production 
into making the fonner .goods and some units of 
pro^ive_ agents will be forced' out of the making of the latter 
goods This redistribution of the productive agents will call for 
furtha_rea^ustments all along.the line, but this is the last stage 
in the.a ^inmen t of rational.allocation if the available quantities 
of the_gro^ctiye agents are taken to be fixed However, the recog- 
nitionjhat different kinds of ^capital goods, at least, are variable in 
quantity_oye^ny extended_ period o_f June will lead the planning 
authori^rtojME^ecisions asto the disposition of the economy’s 
eso^between providing for the present through the production 
P"--S!?Ej2L..te t„L 0.= 

rfjte-piodoc. 
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rational allocation of pioductive lesources under 
socialism — 

When aU adjustments have been made,^e result is supposed to 
be an equilibrium situation m %vhich'full account is~ taken of con- 
sumers" preferences as expressed in the prices' of final pioducts, 
producers’ preferences as cxpiessed by the supply of labor avaijable 
at different lates of wages, and the technical_conditions of produc- 
tion Thejirocess of attaining rational' allocation is di vided - into 
fo^steges only for the purpose of analysis, and not beraj^e-the 
differMit types of adjustment would actually be made one after 
another Actually all the phases of adjustment would be carried^n 
at the same time The whole problem of attaining rational alloca- 
tion of productive resources under socialism is, according to Dick- 
inson, comparable in complexity to tliat of solving two or diree 
thousand simultaneous equations with the data themselves con- 
stantly changing® 

A lthough tim att ainmen t of rational allocation under socialism is 
qui te possible as a strictly theoretical pro'posi'tiOTrdie difficulty, of 
attaining it in practice would be so great tliat it is easy, for us tp 
imagine tlie economic planners tlirowing up their hands in disgust 
over^tlm whole matter and deading to deteimine by themselves-as 
best they can whatTinds and quantities of goods the people want 
or should have, how the agents of production should be distributed 
in order to produce these goods, how\the goods should be distiib- 
uted among the consumeis, and how the resources of the economy 
should be divided between providing for the present and presiding 
for the future” In order to have any idea of svhat they svere doing, 
however, the planners , would have to set arbitrary prices for thyise 
of land and capital ,/When goods must be produced on soils of 
varying fertility or from natural resources of varying quality, ex- 
pahding production will lead to increasing cost per unit of product 
if productive metliods lemain unchanged and if the best giades 
of soil or other lesources have been bi ought into use first If the 
resulting products were valued according to then avera ge c ost per 
unitj tlie production of such goods would probably be overextended 
because their cost would be, in a sense, underesumafed The use 

" For a more complete discussion of tins approach to rational allocation, see 
H D Dickinson, Economics of Socialism Oxford Chiendon Press, 1939, 
Chapter 3 
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o£ marginal costs, or the costs o£ adding units of sudi products,' 
would be better as a means of deeding how far to cany production, 
but dieir use would involve taking economic ients_into considera- 
uon, 'evei^ though rates of lent would have to be set up quite 
arbitrarily ' 

Agam, arbitiary interest rates would be necessary in deciding 
how to distribute available capital goods, or funds for investment 
m opiSil good^ among tlie various industries Moicover, while 
arbitrary interest rates would furnish no basis for rational calcula- 


tion in connection intli providing for tlie present and providing 
for the future, an interest concept, at least, would be necessaiy m 
making deasions of this kind Attempts to increase production, 
often involve the use of more and more roundabout methods oil 
production, or methods which will produce a greater phy8ical| 
product but only at a relatively more remote point in time The, 
interest concept is necessary m deadmg how great the future in- 
crease m physical produttion needs to he, how remote the increase , 
in production may reasonably be, and what pan of the economy’s 
resources may well be devoted to such remote objectives If no] 
interest concept were used, the planners would overexpand the 
production of goods whose production required productive methods 
more time-consuming than die average, and they might consider it 
equally desirable to produce either of two goods which required the 
same amounts of the basic productive agents, land and laboi, even 
though one good required a producuve process wluch was much 
more time-consummg than Uiat necessary for the other 
The results of using arbitrary rates of rent and interest probably 
'would not be too unsatisfactory if the economic planners were able 
to form, and were willing to act upon, reasonably accurate esti- 
tnates as to the kinds and quanuties of economic goods which the 

However^such estimates might be 
ratherji^lt to obtain The planers tiuld make use of the. 
opinions of experts or of advisory bodies of consumers m trying 
to citizens, but it is difficult 

advisory bodies as to what people wanted, or should have, might 

the qumSnrth “"d polls but, quite apart from 

on le relativt streng* o/ df information 

omiive strength of desires for various economic goods, it 
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techniques m connection 
, with all the thousand and one goods whicli a modern economy 
must produce ' 

The planners could rely m part on knowledge of what people 
had consumed on the average in the past under capitalism and 
could make adjustments on the basis of what people 'in good, 
j though not rich, circumstances had consumed in the same situation 
^Such information would have to be recent in order to be of much 
value and, if an attempt were made to get around this obstacle by 
^cisting capitalistic system as a basis for estimation, further 
difficulties would be encountered It would be hard to decide what 
other economy, if any, could be legarded as strictly comparable to 
the socialistic system, the method obviously could not be used m 
a socialistic world in which no capitalistic system remained, and 
many soaalists would probably regard it as shameful in any case 
1 their brave new world of the future had to depend upon an 
existing and presumably decadent capitalistic system for informa- 
tion on such a vital matter 


Finally, the planners could get some information as to the success 
of their production poliaes in satisfying human needs and desires 
by observing the alacrity or reluctance with which consumers took 
available quantities of economic goods off the market at planned 
piiccs However, it is most difficult to get any accurate information 
I concerning the demand of consumers for a particular good in a 
maiket situation in whicli the quantities and puces of other goods 
ate rigidly contiolled If the planners obseived that consume! s 
purchased and ate a kilogram (2 2 pounds) of biead pei day on the 
average at planned prices, it would be easy to decide that the 
citizens weie beais foi biead unless one reflected that this reaction 
might be due in part to the fact tliat buttei was practically un- 
obtainable and pi iced very high That is, m a perfectly free market 
the consumers might well have preferred more spread and less 
bread 


All this discussion, moi cover, seems to presuppose that the plan- 
ners struggle manfully to make thetr economic decisions coincide 
with the needs and desires of the citizens and that, if the planners 
do not make “good" plans, they can be removed from office and 
a new group of planners substituted foi them If the planners do 
not care what the people want, or decide tliat they know what the 
people should have and try to educate the people to want those 
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things, or more especially i£ the planners’ first plan is an ironclad 
scheme for keeping themselves m office as planners regardless ot 
the success or lack of success with which they adapt production to 
the needs and -'desires of the citizens, the results may be most 
unfortunate 'The success of economic planning, from the point of 
view of the amens, clearly depends to a considerable extent upon 
the nature of the government which the soaalistic system has The 
upshot of the whole matter is that we cannot be sure, merely by 
substituting economic planning for the pnce system, that the 
economy will do a perfect job, or even a better job than the 
capitalistic system does, in adjusting production to the basic needs 
and desires of the citizens 


Concltiaons We see , then, that the operation of a soaalistic 
economy depends on econ omic pjajmuig.^tlm is, oip'the making' 
of mijor economic decisions— what and how much is td“be pro- 
diKed,’ how, when, and wheie it is”to be produced, and to whom it 
IS to be allocat ed — ^by the consc iotisji ecision o f a determinate au- 
thwity, on thejiasis.of a.comprehensive, survey of the economic 
system as a.tvhole " ^he socialistic economy depends on economic 
planning because it must Although it makes, use of a system of 
money and pnces, the prices of fimshed commodities and services 
andjhose.o£ agents of production are not determined by the com- 
peti tion of num erousjbuyers and rellers in the market and hence 
are not rehable guides for the making, of important economic 
deasions A socialistic economy not only needs economic planning 
but also has the ability to make comprehensive economic plans and 
to see to it that these plans are carried out as thoroughly as possible 
ThB IS because the productive wealth of the system, consisung of 
land and capital, is owned by soaety as a whole, and soaety as a 
Whole, through the government, is the only business enterpriser of 
any importance and operates pracucally all lines of economic 

ACttVltV 


nnt^ also why It IS that a capitalistic economy cannot operate 
Znl. Sourse,.the government of a 

inS?' planning by 

^‘tempts. 

P > control the development of industry by means of a 

P ’.?T, 
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governmental aid to declining industries may well do more haim 
than good, and they lead to all mannei of attempts by piessure or 
interest gioups to bung undue influence to bear on the govern- 
ment If the government actually owns and opeiates some industries 
under capitalism, it assumes at least pait of the role of a private 
employei and must usually compete with private enteiprisers for 
capital oi other productive agents ‘^ull-fledged and comprehensive 
economic plans for the economy as a whole could be drawn up by 
the government of a capitalistic system, but under capitalism it 
lacks the power to see to it that these plans are earned out If the 
plans happened to coincide with the interests of private enter- 
piisers and private owneis of land and capital, the plans might 
be earned out but tlie time and effoit given to the making of the 
plans Tvould have been largely wasted, since private enterprisers 
and owners are expected to act m their own interests in any case 
under capitalism If the plans did not coincide with the interests 
of private enteiprisers and private owners of land and capital, these 
people, secure in their fieedora of enterprise and in their ownership 
and control of productive wealth, would simply refuse to carry out 
the plans, and the time and effort given to their construction would 
again have been wasted It is conceivable, of course, that the govern- 
ment might take over the contiol of land and capital while leaving 
their oioneiship in private hands Such a course of action might 
make economic planning work, but a system in which the owneis 
of land and capital did not condol and operate these agents would 
not be capitalistic except perhaps in name 
The same lack of maiket-determined puces for finished com- 
modities and pioductive agents which makes it necessary for a 
socialistic economy to engage in economic planning also makes it 
necessary, according to most economists, foi all important economic 
decisions to be made more oi less arbitral ily by the economic plan- 
ners under socialism It is possible, as we have seen, to devise 
processes in theoiy by means of which a socialistic economy, could 
obtain most of .die effects of the capitalistic price systerajwi^t 
actually having that system, but it is not likely that a socialistic 
economy could achieve a strictly rational allocation of pioductive 
resources among industries in practice And, in any case, _nmny 
important economic decisions would have to be made iather„arbi- 
tranly under socialisim-These decisions would include (1) the allo- 
cation of resources as betiveen providing for the present throug 
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the production of consumeis’ goods and pioviding for the futuie 
through the production of capital goods, (2) the making of choices 
as between working to obtain additional goods and having leisuie 
time for tlie enjoyment of present income or for other pui poses, and 
(3) the allocation of resouices between individual consumption 
and communal consumption or consumption m common Hoivever, 
these dea sions. are also made rather arbitrarily under capitalism 
For example, the allocation of lesouices betiveen piesent and future 
consumption depends not merely on the actions of individual savers 
on the basis of prices, interest lates, and time pieference, but also 
on corporate savings, monetary policy, the way in whicli tlie bank- 
ing system is operated, forced savings, the balance of international 
payments, and other factors 

how well a socialistic economy could operate on the basisj 
of economic planning to adjust the kinds and quantities of goods' 
produced to the real wants of consumers, to allocate pioductive' 
resources among industries, to produce all goods as effiaently as' 
possible, and to get goods distributed equitably and efiSciently 
among consumers, cannot be determined on an a pnon basis 
ever^cqrding to most soaalists, a socialistic economy could hardly 
operat^ess^tisfactonly than a capitalistic economy While a social- 
tstic economy would not work perfectly, says Strachey, it "could 
not do anything so insane or so horrible as to produce a plethora 
of yachts and beauty parlors while millions of men and women lack 
for food and shelter, u could not succeed, as does our present 
^stem, m simultaneously torturing the town workers with a lack of 
bread and ruining the farmers by a glut of wheat " ® 


Q.VESTIOKS 

^ ^ ™ Bnished economic goods and o£ the 

production necessary to produce them control the kinds and 
S" produced under capital- 

^ SnlfenTerl"^ allocated or distnbuted 

3 A few “"u capitalism? Explain 

States Nm ! there ivas no automobile industry m the United 

rdll^r workers How dorsS 

-jJ^'eloping mdustry obtain its labor force under cap.taliS? eJ 

ot th?"iuhM fyorhs, pp 44 45 Reprinted by permission 
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4. Limited supplies of finished economic goods may be rationed among 
consumers either 'through price changes or by limiting the quantities 
which individual buyers may purchase in given periods of time Com- 
pare these two methods of rationing as to efficiency and effects on 
consumers 

5 How effective are price changes in controlling the total amounts of 
productive agents through time? Explain 

6 "If our capitalistic system operated perfectly on the basis of price 
relationships, the result would be not only economic equilibrium but 
economic optimum" Show whether you agree 

7 What are some of the obstacles to the attainment of full economic 
equilibrium on the basis of price relationships under capitalism? 
Explain 

8 What IS the significance of great inequality in the distribution of 
income in connection with the question of whether economic equi- 
librium on the basis of price relationships would also be an economic 
optimum? Explain 

9 "The pnee mechanism under capitalism is defective in that it does 
not permit the expression of certain negative preferences of indi- 
viduals nor of certain complex positive wants " Explain 

10 "Ideal freedom of consumers’ choice would be somewhat more com- 
preJiensive and less detailed than tliat which consumers actually have 
under the opeiation of the capitalistic price mechanism” Show 
whether you agree 

11 How and why is the capitalistic method of making economic deci- 
sions likely to be modified in wartime? Explain 

12 "Under socialism, some functions which prices perform under capital- 
ism would be retained, while others would be modified or elimi- 
nated" Explain 

13 "Under socialism, land and capital would be distributed among in- 
dustries in one way while workers would be distributed in quite a 
different way” Why? 

14 Compare the process of saving and capital formation under socialism 
with that which exists under capitalism 

15 "A socialistic economy must also be a planned economy" Explain 

16 What IS meant by saying that important economic decisions must be 
made "arbitrarily” by the economic planners under socialism? 

17 Discuss the prospect of adiieving a rational allocation of productive 
resources under socialism 

18 "The difficulty of discovering and measuring the needs and desires of 
the citizens is perhaps the chief obstacle to the rational allocation of 
productive resources under socialism " Do you agree? Explain 

19 "If economic planning is as effective as the soaalists contend, we 
should adopt it as the method of operating our capitalistic system " 
Show whether you agree 
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MAKING ECONOMIC DECISIONS 
( Continued) 


Making Economic Decisions* undei Communism 

Ir communism were earned to its logical condusion, anaiclnstic 
communism, m whicli tliere would presumably be no government 
and no puce system or economic planning, it is diffiailt to sec how 
the impoitant economic decisions would be made Each individual 
would be supposed to select that occupation in winch he would be 
most useful to society as a whole, function to the best of his ability, 
and consume on the basis of needs, but it is impossible to determine 
how these activities of individuals ivould be put togetlicr and 
coordinated into an appropriate whole The problem of making 
economic decisions under communism would be thorny enough in 
the absence of any system of prices and costs, even though govern- 
ment and economic planning existed All enterprises would appar- 
ently contribute to and draw out of a common stock pile accoiding 
to plan, and finished goods and agents of production would ar- 
culate and be distributed witliout sales or purchases Economic 
planners would study data on needs, take into account the available 
agents of production, and distnbute them as best they could How- 
ler, It IS very difficult to determine needs on any a pnou basis 
they can be estimated only roughly for such items as food, clothing, 
and shelter, and the problem is stiU more complex for other cate- 
gories of goods 

Of course, a communistic system might try to overcome its defi- 
aenoK by estimaung values in terms of labor time This would 
probably involve the development of a labor day of given produc- 

Sv^ ? ^ all types of industries 

e er, there would be no way to measure differences between 
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skilled and unskilled labor except by some type of arbitiaiy co- 
efficient, and even that device would be useless nheie dilTci cnees 
between workeis depended upon heicditaiy qualities which could 
not be reproduced by training Since most industiics make use of 
machines and raateiials wliicli aie obtained from othei mdustiies, 
It would seem necessary to have labor values set up for the entire 
system before any industiy could use them Within industiics, it 
would be readily possible to compaie value with cost only when all 
enterpiiscs had about tlie same kind of inteinal structure, that is, 
Avhen they used about the same kinds and qualities of labor This 
would not usually be tiiie, and the case ivould be even more hope- 
less when the cnterpiises opeiated undci varying natmal conditions 
and made use of capital in different degiees If diffcient enterpiises 
used lands of diffeient quality or located varying distances fiom 
the market, the labor-cost concept would not be a leliablc guide to 
economic oiganization Again, while it is true tliat pioduction 
ivhich used much capital would have a Imver total labor cost tlum 
that which used little capital, it would be possible to decide Uiat 
the more roundabout metliod should always be used only if capital 
were unlimited, whicli it nevei is m practice The economy might 
decide to abandon an industry with low labor costs and start up an 
industiy ivitli highei laboi costs if it could be determined that the 
product of the latter industry weie moie needed or desired than 
that of the foimci industiy In otliei rvoids, soaal needs or demands 
aie important in dctei mining values as between industiics, but it is 
difficult to take these matters into account in the absence of money 
and pnees 

Mttkmg Econonuc Deasions in Soviet Russia 

As ue have said, the economic system of Soviet Russia seems to be 
moic neaily socialistic tlian any thing else, and it operates on the 
basis of full-fledged economic planning IIov^cvci. the Russian <fo- 
nomic system dul not change flora capitalism to a jilanncJ economy 
ovci night For about nine nionihs after the icvoliition, or until the 
middle of the summer of IflIS, an attcmpi vas made to opet lU o« 
tlic bisis of uhat might be called state capitalism 1 hit is, the paity 
in control of the govcnmicm sought to naiiomb/C tlu banks and 
seaue* coiuro! ovei the cipinlisiic cconomv of Russm viiliouf di- 
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rupting or destroying its internal organization This system failed 
to operate successfully and a new expedient had to be tned 
The Penod of “War Communism” From midsummei of 1918 
until March, 1921, the Russian economy opciaied undei a system 
commonly known as Wnr Communism The system was dcsciibed 
as a tempo! ary expedient (so that it could be icplaced quickly in 
the event of failure), but the steps 11111011 were taken were intended 
to be peimanent, if successful The Supieme Economic Council was 
supposed to manage industry, and an organization known as the 
Labor and Defense Council was to direct the economic system as 
a whole, make economic plans, submit them to the All-Russian 
Executive Committee for approval, direct the work of goicinmcntal 
departments in accordance with the plans, and supenise the cany- 
ing out of die plans Market transactions neie suspended, the use 
of money was discontinued, and wages wac received in tcims of 
commodities, with many services provided freely by die government. 
All goods were to be turned over to the central audionties and to 
be distributed by them From all accounts, this impromptu system 
of communism worked most miserably in the face of gicat resistance 
Russian agriculture was virtually luincd by civil war, the agiarian 
revolution, and attempts by the govcinmcnt to icquisilion 01 con- 
fiscate surplus products Industnal production was also at loiv ebb, 
falling to 20 4 per cent of the 1913 level by 1920,^ for the workers 
lacked incentives and never knew what kinds and amounts of goods 
mey might receive for their seivices There ivas a gicat famine in 
1921 and 1922, and the leaders of the government wcie gicady 
concerned over the inaeasing hostility of peasants and industrial 
workers 

We JVem Economic Policy Accordingly, the New Economic Policy 
^ introduced m 1921 m an effort to increase production sharply 
political crisis The government kept us control 
ov^ mch commanding heights of economic activity as large scale 
^ust^ transportation, the banking system, and foreign trSe, but 

nS mT” enterpnsm and busi- 

used^. “'I Pnees were again 

der this system, economic activity revived almost at once, 

York ' Thf MaSt S New 
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private enteipnses showed a gieat deal of life, domesuc trade 
liouushed, and industiial production in general regained its 1913 
level by 1926-27, though theie was considerable variation in the 
degree of recovery experienced from one branch of industiy to 
another s In any case, the private enterprises had no legal status 
or protection against the government and, before very long, their 
activities weie limited or their capital was taken over by the 
government 

The State Planning Commission, which had existed since 1921, 
began to put out Economic Contiol Figures foi the Russian economy 
starting with the period from October, 1925, to September, 1926 
The various state departments of economic activity weie supposed 
to give consideration to these control figures in drawing up their 
own plans, and the figures weie supposed to be useful in predicting 
the development of production and trade, in maintaining an equi- 
librium of demand and supply on the market, and in preserving 
the flee market connection between the private and socialized 
sectors of the economy The control figures appeared annually and 
became more and moie binding on tlie opeiation of the economy 
Finally, on October 1, 1928, tlie Russian system began to operate 
on the basis of its Fust Five-Year Plan, which was sclieduled to last 
tlnough September, 1933, but was actually declared completed at 
the end of 1932 The Second Five-Year Plan was in effect from 1933 
to 1937, and the Thud Five-Y'ear Plan (1938-1942) was interiupted 
by the German invasion in 1941 After a lapse of several yeais 
during Woild War II, the Fourth Five-Year Plan was undertaken 
in 1946 and was to last through 1950 

Conditions and Objectives of Economic Planning In Soviet 
Russia, the society as a whole, operating thiough the government, 
owns all the land and by far the greatei pait of the capital of tlie 
system, most fields of activity are dominated by goveinmental enter- 
prises, and a strong, unified leadership is present The essential 
conditions of economic planning are tlierefore at hand, and die 
economy, since its money prices and costs are not market-detei- 
mined, needs to operate on the basis of economic planning Russian 
economic planning, however, has not been contented with merely 
making the system operate It has also aimed at such objectives as 
increasing tlie national wealdi, the lapid industiialization of the 
economy, the collectivization of agriculture, the reduction of costs 

= l6id,p 121 
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o£ production and the inci easing of labor productivity, a steady in- 
crease in botli the mateiial and cultuial standaids of the citizens, 
and the strengthening of the independence of the country and its 
ability for self-defense 

The State Planning Commission The chief planning agency in 
the Soviet Russian system is the State Planning Commission, or 
Gosplan, which is, as we have seen, appointed by and responsible 
to the Council of Mmisteis, the highest executive agency of tlie 
Russian Government As reorganized just before World War II, 
it consists of a President, a Boaid of 11 members, and a Council of 
70 members The members are selected from among the leading 
planning workers, scientific woikers, and specialists of the country 
The Commission is organized into four departments (general eco- 
nomic plan, capital construction, finance, and regional distribution 
of production) and 26 sections each of which deals witli some 
special branch of economic activity The Commission’s duties in- 
clude (1) the working out of economic plans of all kinds and their 
presentation for review by the Council of Ministeis, (2) piesenting 
the Council of Ministers with conclusions concerning the plans 
which are worked out by various subsidiary planning organizations, 
(3) reviewing the execution of the plans, (4) the study of various 
individual economic problems, (5) the appointment of expert com- 
missions to handle specific economic questions, (6) the working out 
of questions of planning metiiodology, and (7) diiecting the work 
of socialist accounting ® 

The State Planning Commission receives a great deal of help 
with Its work of economm planning In fact, one of the most 
difficult phases of planning — the choosing of goals or objectives — ^is 
not handled by the Commission That is, the leaders of the Com- 
munist Party give the Commission general directives as to what 
should be accomplished in the period covered by a given plan and 
the Commission is supposed to work out the specific ways and 
means of accomplishing these general goals The Commission is 
given a great mass of statistical data with which to work It has an 
estimate of population, corrected for those who are too old or 
young to take part in productive activities, those who are disabled, 
and those who are engaged in study and research, administration’, 
national defense, and housework, and all enterprises and agencies 
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in the economy furnish complete infoimation as to what they have 
accomplished in the past, dieir piesent status, and what tliey tliink 
tliey can do in the future 

The State Planning Commission has the help of a laige staff of 
workers and is also able to rely upon the services of the Central 
Statistical Administration, the Central Administi alien of National 
Accounting, the Molotov All-Union Academy of Planning, and tlie 
Academy of Sciences witli its scores of researcli institutes Theie aie 
also many other subsidiaiy planning organizations which aie sup 
posed to be of assistance to the State Planning Commission Each 
Ministry or governmental department has its own planning agency, 
and the same thing is true of most of the economic units oi agencies 
in the system, such as admmistrauons, trusts, factories, stoics, col- 
lecuve farms, state farms, transportation agencies, and so on 
These planning agencies are known as functional subsidiaries On 
the othei hand, planning agenaes, known as regional subsidianes, 
aie maintained by tlie vaiious republics, provinces, regions, and 
even many communities In both the functional and regional 
organizations, each planning agency is responsible to the nest 
highei agency and so on up to the State Planning Commission, 
which has the task of coordinating the activities of the functional 
and regional agencies 

The Five-Yeai Plans have been so well publicized that many 
people tliink that tlie Russian economic plans are made only at 
five-year inteivals Actually this is anytliing but the case, for eco 
nomic planning is a completely continuous piocess and there are 
annual plans within each Five-Year Plan and quarterly plans within 
each annual plan There are even monthly and five- or ten-day 
plans foi plants or gioups of plants in specific brandies of industry 
Five-Year Plan is a definite plan only for one year in advance, 
and a tentative and preliminary survey for the four following 5 ears 
ivhile some very general plans are laid down for periods of ten 01 
fifteen years in advance The Five-Year Plans aie subject to pei- 
petual levision as they are earned out and, as a matter of fact, 
there seems to be no leal leason why the planning process should 
be broken up into five-year intervals except to give an occasiona 
fresh stimulus to the people and to maintain their inteiest in an 

enthusiasm for planning .. 

TJie Planmng Method Howev'er, we may use the construction 0 
a Five-Year Plan as an illustration of the planning method which is 
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used When a new Five-Year Plan is to be constructed, the State 
Planning Commission, with all the resources at its disposal, fiist sets 
up a tentative but comprehensive plan covering virtually all phases 
o£ economic and non-economic activity for the peiiod in question 
When the plan has been formed, it is broken up into sections and 
each section is sent to the appropriate Ministry or depaitment 
Eoi consideration The plan is then divided up still fuither, and 
each admmistration, trust, factory, collective faim, state farm, trans- 
portation agency, or other economic unit, and each lepublic, pro- 
vincial, regional, and community planning agency, leceives the part 
of the plan which pertains to its operation during the next five 
years A factory, for evample, would receive information as to the 
kinds, quantmes, and qualities of goods which it was expected to 
produce, quantities and kinds of labor, power, mateiials, capital 
goods, and other things which would be supplied to it, estimates 
of the productivity which the workers should achieve, and estimates 
of the workers’ incomes and living standards 
The various subsidiary planning agencies of a functional and 
regional character submit their various parts of the plan to careful 
consideration and discussion In the lowest economic units of the 


system, m the factories and on the farms, even the workers are 
supposed to have a chance to discuss the plans and make suggestions 
concerning them The result of all this consideiation and discussion 
IS supposed to be a great volume of suggestions, criticisms, and 
counter-plans for the guidance of the State Planning Commission 
As the period allotted for the consideration of the plan appi caches 
ite close, the suggesUons, criticisms, and counter-plans are assem- 
led from factories, farms, and other basic economic units up 
through trusts and administrations to the Ministries, and from 
community planning-agencies up through regional, provinoal, and 
republic planning-agencies to the Ministries The planning agencies 
0 the Ministries organize this material and turn it over to the 
tate Planning Commission for consideration 
The Commission reconsiders its original plan m the light of the 
^eat n^s of suggestions, criticisms, and counter-plans which it has 
revived and eventually works out the final plan There is some dis- 

crmL*^? importance of the suggestions, 

fluenT f received from below and tLr in- 

L«der the?; Commission Some 

consider these materials very important and helpful and suggest 
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that the final estimates as to quantities and qualities of goods to be 
produced, as to labor productivity, and as to cost of production 
are altered materially as a result of the suggestions and ciiticisms 
received by the Commission from the functional and regional sub- 
sidiaries Others claim that the Commission goes ahead to foimulate 
the final plan with veiy little reliance on the suggestions and criti- 
cisms received from below, tliat these materials are of little value 
since they always call for results more favorable than those pro 
posed originally by the Commission and are never genuinely cutical 
of the tentative plan, that an “improper attitude" toward planning 
on the part of the individuals who make up the subsidiaiy plan- 
ning agencies is punishable, and that the Commission calls for 
suggestions, criticisms, and counter-plans only to keep the people 
awaie of the planned nature of their economy and the problems of 
economic planning and to stimulate interest and enthusiasm in 
connection with planning 

If the Commission gives any great amount of attention to the 
suggestions, mticisms, and counter-plans, it is obvious tliat it has 
an enormous task on its hands Consider, for example, just one 
Item — the distribution of the fund suggested by the plan for de- 
velopmental purposes in the coming period 

How shall this be allocated? The Labor Unions press for a big increase m 
the insurance funds as well as m wages Each Commissariat likewise wants 
a good slice of it Each republic puts fonvard Us claim for the develop 
ment of new railways and mines Every city and town is clamonilg for 
more schools, buses, sewers, clinics From these rival claimants and the 
welter of conflicting interests, rigid selections must be made Which are 
absolutely essential and imperative now? Which can be postponed for a 
year, Jive years, or a decade? Each claim is considered on its own merits 
and in the light of its contnbuuon to the weal of the nation as a whole 
In the hotly contested debates, out of the endless weighing of pros and 
cons, the balancing of economic, political, and military considerations, 
finally emerges the plan * 

If we apply this general analysis to the various sections of the plan, 
we have some idea of the task which confronts the Commission 

When the final plan has been made, it is submitted by the Com- 
mission for approval at the hands of the All-Union Congress of the 
Communist Party or the Supreme Soviet of the U S S R , or bot 
This approval is, of course, a mere formality With the State PJan- 

*A R Williams. The Soviets New York Hircoiirt. Bnce and Company, 
Inc. 1937, p 137 Reprinted by permission of the publishers 
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nine Commission and the subsidiary planning agencies completely 
conffolled by the Communist Paity, it is unthinkable that the final 
plan submitted could be one which would not meet with n 
approval of the Communist Paity. or of the S^F^me 
IS Itself entirely dominated by the Communist Pary After he final 
plan has been appioved, it is divided and subdivided and 
Ire. sent out to tlie Minisuies and to the various functional and 
regional planning agencies Thus, in the end each economic and 
geographLl oi othei agency has before it detailed and specific 
plaL coveiing its operation and functioning dining the next year 
and somewhat more tentative plans for its woik ovei the entiic 

five-year period i t-i =f 

The final plan is long and immensely complicated The Fust 

Five-Year Plan filled tliree volumes which totaled some 1600 pages 
and die second plan was stated in tivo volumes containing 1300 
pages The plans contain sections coveting the developments which 
are to occur in the fields of industry (machine building, electiic- 
power stations, timber, chemistry, fuel, mining, foods, consumers 
goods, and many other phases), agricultuie, transportation, com- 
mumcauons, and construction Speaal sections ate devoted to such 
questions as labor productivity, wages, costs of production, standards 
of living, quality of goods, distribution of goo^, and per capita con- 
sumption Sources of funds, money in arculation, and the volume of 
credit are provided for, and piojects are outlined in connection 
with education, public health, social insuiance, housing, and the 
reduction of illiteracy For these and many other items, specific 
goals are established and methods of reaching these objectives are 
speafied 

Problems of Planntng In so far as we can determine, the economic 
planners of Soviet Russia make no attempt to secure the results of a 
capitalistic price system without actually having such a system That 
IS, they apparently do not grapple with the problem of obtaining 
what has been called a rational allocation of productive resources 
among industries It is the duty of the State Planning Commission, 
assisted by all the agencies and materials which have been men- 
Uoned, to make the final decisions as to the kinds and quantities of 


economic goods which the citizens of the economy want or should 
be allowed to have, the allocation of available resources among in- 
dustries and fields of economic activity, the balance which should 
be achieved between present consumption and capital formation. 
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and, to a great e\tent, the tvay m which the products of economic 
activity should be distiibuted among the people In the absence of 
maiket-determined prices and costs, and without any attempt to 
achieve rational allocation by artifiaal means, these decisions must 
be made rather arbitral ily by the State Planning Commission (to 
the evtent that they aie not made for the Commission by tlie leaders 
of the Communist Party) 

The citizens of the system as consumers have no choice as to the 
directions whicli socialistic investment will take oi as to the kinds 
and quantities of economic goods which will be produced, and the 
planners have no direct guidance as to the relative magnitudes of 
the vaiious desires and demands of tlie consumers The Commission 
has some idea of tlie relative intensities of consumer demands on the 
basis of the planned prices which are charged, but the very fact that 
these puces aie planned and fixed impairs die value of tins knowl- 
edge as a basis for making economic deasions The fact that the 
turnoi ei tax, as applied to die sale of various economic goods, yields 
widely vaiying amounts of revenue from one type of good to anotbei 
suggests diat the relation of planned selling pnce to planned cost of 
production is also quite difleient from one economic good to an- 
othei This in tuin indicates that the industrial output of vaiious 
economic goods is quite impel fectly adapted to the undei lying 
demands of consumers Moieovei, even if die Planning Commission 
had extensive knowledge of die effective demands of consumeis, 
as indicated by then willingness to pay money prices, tins would 
not mean that die Commission leally understood die basic sub- 
3ective desires of die people if different classes of people were 
allowed to receive widely vaiying amounts of money income 

The Commission may provide foi the pioduction of a certain 
quantity of an economic good in a given year, and die entue quan- 
tity may be leadily taken off die market at a planned pnce wlucli 
covers planned costs, but the Commission can nevei be suie that 
the same quantity of pioducttve resouices could not have been de- 
voted to the pioduction of a quantity of some other good with a 
gieatei total satisfaction lesulting In sucli a case, die industiy whidi 
actually uses the lesouices might be seen as operating at a loss, -alien 
earned on to its piesent extent, if the final pioducts and agents o 
production had niaiket-determmed puces Again, in choosing be- 
tiveen diffeient methods of pioducing a given good, when die 
meUiods requite different combinations of the productive agents 
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and produce different amounts of the piodiict, the Commission may 
be able to justify its decision on the basis of planned puces and 
costs, but it can never be certain that its decision would have been 
justified on the basis of maiket-dctermined puces and costs 
It IS too much, then, to expect tliat the decisions of ilie State 
Planning Commission will be perfectly adapted either to the basic 
desires of the Russian consumeis oi to the relative scarcities of the 
productive resouices Moi cover, once the plans have been made, for 
better or for worse, theie is anything but ccitainty tliat die plans 
can be perfectly fulfilled As we have seen, the essential conditions 
for economic planning are piesent in Soviet Russia, but theie aie 


many things, which are beyond die control of the economic plan- 
ners, which may have an important effect on die possibility of 
carrying the plans througli to fulfillment For one dung, natural 
phenomena are beyond the control of economic planning Floods, 
droughts, and other natural evenu occur in radier unpredictable 
fashion and may cause the outputs of certain important crops to 
deviate widely from the results called for by die economic plans 
Since such agricultural products are the basic raw mateiials for a 


variety of odier industries, short crops (or unexpectedly large ones) 
may have important repercussions in odicr fields of economic en- 
deavor It will be impossible to maintain planned outputs of tiies, 
clothing, and textile materials of other kmds if the cotton ciop is a 
failure, and the output of floui is dependent on the wheat crop in 
the last analysis even if considerable stocks of wheat aie held On 
the whole, it would be much easier to caie for the situations acated 
by bumper crops than those winch lesult from small crops, but laige 
crops would nevertheless be expeaed to cause industrial outputs to 
deviate from the planned figures 
Technological change is another factor which is at least paitly 
beyond the control of the planners New tools and machines aie 
invented, better manageiial practices are developed, and inipioved 
methods of operation are discovered by workeis All these things 
mpable of upsetung planned outputs Of course, a stauncli sup- 
L nught argue that a planned economy would not 

of l^rge 

m Soviet rL ^ these developments have ocained 

een planned and aemal output. The Stttt Planning Conunmnon 
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IS, o£ course, in a position to control the rate at which technological 
changes will be introduced into industry It could even shelve new 
inventions, as some capitalistic enterprisers do, until evisting indus- 
trial equipment became almost completely worn out or until a given 
plan had been fulfilled However, it would not be likely to do sudi 
things, especially since socialists are loud in their condemnation of 
such practices under capitalism and since tlie maladjustments m 
output which resulted from technological change would be in the 
direction of producing moie rather than less than planned amounts. 
On the other side of the picture, the managers of entei prises under 
socialism, intent on producing the physical quantities of goods called 
for by the plans, might permit machinery and equipment to be 
abused or to leceive improper and inadequate maintenance In such 
cases, unforeseen bieakdowns of macliinery and equipment and 
stoppages of work might occur which would be disastrous from tlie 
point of view of fulfilling the plans 

Unexpected military needs may also interfere significantly with 
the fulfillment of economic plans Of course, the Russian economic 
plans have always included anacipated military needs foi wai oi 
national defense, and, in the case of an offensive wai, the planners 
or Party leaders might be able to select the time and place of the 
adventure to suit diemselves so that the necessary expenditures, 
changes in production, and shifts in personnel could be provided for 
to some extent However, military needs and costs are always lathei 
difficult to estimate and plan for in advance and, when a country 
such as Russia is suddenly called upon to protect herself against an 
attack by another power, we may be suie that the resulting war 
activities will profoundly upset her efforts to fulfill tlie economic 
plans of the period Thus, even the minor war with Finland in 1939 
and 1940 had a significant influence on the efforts of Russia to fulfill 
the Third Five-Year Plan and the serious effects of the more lecent 
majoi war with Germany on tlie fulfillment of the same plan can 
scarcely be imagined 

Finally, we must note that the economic plans deal necessarily 
with the activities of millions of human beings, and human behavior 
IS never precisely predictable The planners may estimate that a cei- 
tain number of workeis, given certain supplies of machinery, land, 
equipment, roateiials, and power, will turn out a specific numbei ot 
units of product of definite quality in a given period, but tlie results 
of the workers' activities may be any tiling but those which aie ex 
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peeled The adequacy of wages and ivorking conditions, the effec- 
tiveness of non-wage incentives, the general health and welfare 
of the workers and their families, the presence or absence of eco- 
nomic security, family relationships, and many other factors affect 
the ability or the willingness of the woikers to produce It is small 
wonder that some of die greatest discrepancies between planned and 
actual results have occurred m connection with such matters as the 
productivity of labor, cost of production, and the numbeis of work- 
ers required to achieve a given planned physical output 
The leaders of the Russian economy are conscious of the diffi- 
culties that bar the fulfilling of even the best laid plans and they 
struggle mightily to make the economy function accoiding to plan 
The State Planning Commission and all the functional and regional 
planning agencies have divisions whose duty is to see to it that die 
economic plans are fulfilled as nearly as possible, and they do their 
best to keep the managers of factories, farms, and other enterprises 
plan-conscious However, it must be noted that the fulfillment of 
the plans in some respects may lead to their non-fulfillment m 
others That is, the managers of factories, m their efforts to fulfill 
the plans with respect to physical quantities of goods, may fail to 
carry out the plans with respect to quality of goods, cost of produc- 
tion, or labor standards 


Partly because of the difficulties which may be encountered in 
carrying out the plans, it is customary to state the vaiious objectives 
of the plans not as single figures but as ranges, at least at the begin- 
ning of a given Five-Year Plan Thus the goal with respect to the 
annual production of steel at the end of a coming five-year period 
may be stated to be from 35 to 40 million tons The planners also 
mainmin running indexes which constantly show the relationship 
ivnich exists between production (or other activities) in important 
nterconnected phases of the plans In this fashion, progress in the 
production of. for example, steel would be constantly observed in 

machinery and other related branches of 
to tendency foi important related phases of the plans 

chSed "tid. If possible, 

quarterly and an of revising the mam plans by means of 

fulfUlmL andTt^ ® ^ recognition of the difficulties of plan 
The f “ “P" difficulties 

of the Five-Year Flam Before finishing this brief 
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TABLE 1 


SELECTED OBJECTIVES OF THE FIVE-TEAR PLANS 
OF SOVIET RUSSIA 


Item 

General objectives 
National income (billions of rubles) 
‘Total new investment (billions of 
rubles cumulated through five-year 
periods) 

Total industrial production (bilhons of 
rubles) 

Output of producers’ goods (billions of 
rubles) 

Output of consumers’ goods (billions of 
rubles) 

* Total wage workers (millions) 
Average wage (m rubles) 

Specific objectives m 
industrial production 
Crude oil (milhons of tons) 

Coal (millions of tons) 

Pig iron (milhons of tons) 

Steel (millions of tons) 

Rolled steel (millions of tons) 

Sawn lumber and timber (million 
cubic meters) 

Automobiles and trucks (thousand 
units) 

Locomotives (units) 

Freight cars (thousand units) 

Railroad freight carried (billion 
ton-kilometers) 

Electric power (bilhon kilowatt hours) 
Cotton cloth (million meters) 

Woolen cloth (mdlion meters) 

Leather footwear (million pairs) 


1928 

First 

Second 

Third 

Fourth 

Result 

Plan 

Plan 

Plan 

Plan 

25 3 

49 7 

100 0 

172 8 

177 0 


64 5 

133 4 

188 2 

250 3 

18 3 

449 

92 7 

184 0 

2050 

82 

210 

45 5 

114 5 

1370 

101 

23 9 

47 2 

69 5 

68 0 

11 4 

15 8 

29 6 

32 0 

33 5 

703 

1231 

1748 

4100 

6000 


11 6 

21 

7 

46 8 

54 0 

354 

35 4 

75 

0 

152 5 

243 0 

250® 

33 

10 

0 

16 0 

22 0 

195 

42 

10 

4 

17 0 

28 0 

254 

34 

8 

0 

13 0 

210 

178 

13 6 

42 

5 

43 0 

45 0 

39 0 

0,7 

105 


200 

400 

500 

478 

1600 


2800 

2340 

4000 

10 6 

12 

6 

118 0 

120 0 


93 4 

162 

7 

300 0 

510 0 

532 0 

50 

22 

0 

38 0 

75 0 

820 

2742 

4588 


5100 

4900 

4686 

96 6 

270 


220 

177 

159 4 

230 

80 


180 

258 

240 


Specific objectives in 
agricultural production 
All grains (million metric quintals) 

Raw cotton (million metric qumtals) 

Flax (million metric quintals) 

Sugar beets (milhon metric quintals) 

* Horses (million head on hand) 

* Cattle (million head on hand) 

‘Sheep and goats (million head on 

hand) 

* Hogs (million head on hand} 

• All figures except those marked ivith an asterisk are on a per-year basis 


733 
82 
32 
101 4 
33 5 
70 5 

146 7 
26 0 


1058 
191 
62 
195 5 
36 9 
80 9 

160 9 
34 8 


1048 
21 2 
80 
276 0 
218 
65 5 

96 0 
43 4 


1300 
32 9 
85 
282 0 
21 9 
79 8 

170 7 
45 6 


1273 
31 5 
93 

2708 
15 3 
65 3 

1215 
31 2 
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sunmary of economic planning in Soviet Russia. « 'viU be weU to 


eiamine the contents of the Five-Year Plans We shalHcave the dis- 
cussion of the oiganizations, methods, and practices which have been 
developed in vaiious fields of economic activity, and the lesults 
which have been achieved in the opeiation of tlie planned econoiny, 
to later chapters, and content om selves here with obseiving the 
goals which the plans have set up The statisucs on tlie objectives 
of the four Five-Year Plans through 1950, as presented in Table 1, 
should be regarded as approximations, both because they were gatli- 
ered from a considerable numbei of scattered sources and because ofc 
the constant revision of objectives which has gone on during the 
operation of eacli plan The figures ate given primarily to show the 
magnitude of the objectives undertaken by the Russian planned 
economy and can be adequately evaluated only in relation to the 
results which have been attained In general, we shall find that some 
individual objectives have been almost exactly attained, tliat others 
have been overfulfilled, and tliat some have been far in excess of the 
results which could be achieved This last result is indicated in some 
cases by the fact that the goals set up for the Second and Third Five- 
Year Plans have been smaller than those of the first plan The lela- 
tively low objectives set up foi many items under the Fourth Five- 
Year Plan reflect both the disruptive effect of World War II on the 
Soviet Russian economy and the disappointing lesults of trying to 
attain some of the more grandiose goals of the eailier plans 
Resources of Soviet Russia Any failure to carry out the economic 
plans of die countiy can scarcely be charged to a lack of resources 
on the part of Soviet Russia The USSR has an aiea of some 
8,400,000 square miles or one-sixth of the eardi’s land area It 
stretches 6000 miles from east to west and 1800 to 2800 miles from 
north to south-’ Its population was estimated at 193,000,000 in 
1946 “ Russia has witiiin her boundaries many different types of 
sod and most of the varieties of climate known to man and hence 
IS able to produce practically all kinds of agriadtuial crops It is 
only fair to say, however, that much of die land is none too good for 
agiicultural purposes and that about two-thiids of the cultivated 
area of the country is found m the relatively small steppe region 
which contains only about 12 per cent of Russia’s total area ^ 


5 E J Simmons, editor, USSR A Concise Handbook, p 16 
International Conciliation, April, 1948, p 271 
I E J Simmons, op at , p 26 
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Soviet Russia is very nch m natural resources Hei coal deposits 
re estimated at 1654 billion tons and are second only to time ot 

petioleum, pelt, and man- 

tons. 151 bilhon tons, and 785 million tons, respectively Iron de- 
posits aie estimated at II billion tons, or about half the world total 
Large though less spectacular deposits of copper, zmc. lead. gold, 
platinum, vanadium, molybdenum, tin, and bauxite aie avai4le. 
i'otassium and magnesium salts are present in tremendous quan- 
tities, putting Soviet Russia first in the woild as a producer of 
potash, and she has about 75 per cent of the world’s known leserves 
of apatite Timber reserves are also very laige « Of course, many ot 
these lesources are far from completely developed as yet 


Making Economic Decisions in Britain 
under Paittal Socialism 

Public Ownership and Operation The British economic system, 
under the Labor Government, is intended to be one of partial 
socialism with only about 20 per cent of the economy under public 
ownership and opeiation To the prewar examples of public ownei- 
ship and operation, such as the Post Office and the British Broad- 
casting Company, the Labor Government had added only seven 
industries by the middle of 1949 (coal, banking, telecommunications, 
civil aviation, inland transport, electricity, and gas and coke) At 
tlie same time, nationalization of at least some sections of the iron 
and steel industry was in prospect The industries brought under 
public ownership and operation were not selected haphazardly 
They all seemed to have some or all tlie following characteristics 

(1) They are of key importance to the economy, not only to ensure 
present production but to guarantee continual full employment, 
an objective on which all Parues are united 

(2) They have not been fully eiSaent in the past, and need radical 
reoiganization along the lines of a centrally operated plan This 
means monopoly if left to pnvate ownership, and they are there 
fore taken into public ownership 

(3) They need large capital expenditure coming to a large extent 
either from the State or through State guarantee If the State sup 
plies funds it must be certain that they are spent for public and 
not pnvate interests 

a Ibid, pp 28, 29 
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(4) They aie already linked so closely with other Government opera- 
tions that public Divnership or control is a logical development® 


Economic Planning The economic poweis of the Labor Govern- 
ment are in no wise limited to tlie operation of publicly owned in- 
dustries, for it IS the definite intent of this Government to have 
large-scale economic and social planning in postwar Britain A pait 
of the planning may never registei with the average citizen, for 
much planning work consists in studying overall trends, in collecung 
and analyzing national statistics, and m making sure that satisfactory 
balances aie being struck In many fields of economic endeavor there 
may be nothing better to do, once the situation has been studied, 
than to allow events to take their course, for eii-isting trends may 
be quite satisfactory, or as satisfactory as can be achieved under 
existing circumstances However, the Labor Government is de- 
termined to go far beyond this analytical stage where necessary 
It has a number of clearly defined objectives in mind for the coun- 
try as a whole and, since the means for attaining these objectives 
were severely affected by the war, it realizes that a careful budgeting 
of resources will be required 

The short-run objective of economic planning in Britain is, of 
course, to devise ways and means of coping with the postwar eco- 
nomic emergency centering on such items as wartime destruction 
and loss of assets, inadequate production, unbalanced trade and the 
dollar shortage, and scaraties of consumers’ goods On the other 
hand, the long-run objectives of planning include “the permanent 
abolition of mass unemployment, the establishment of a complete 
system of social insurance and social security, the raising of the phys- 
ical and educational standards of aU tlie people, the ending of 
mfaan slums and mral decadence, and the development of beautiful 
towns, well-ordered farms, and a lestful countiyside " « The means 
tor achieving these objecuves will be studied in detail m later 


he work of analyzing statistics, spotting trends far ahead, devis- 
manageable pohaes, and keeping the 
Phnnmrr “ coordinated through an Economic 

r "P coal-transport emer- 

g y February, 1947 In developing the long-term plans for the 


Oaobc"^t)J7"^p™or" •'"‘J industry m Britain, September- 

“Ifcirf.p 150 
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s of Bntam s manpower and resources, the Board and Us Chief 
Planning Officer work direcdy under the Lord President of the 
Council and have access direcUy to all Ministeis (Cabinet membe«) 
■concerned with production However, major polic)> decisions with 
respect to planning are made by the Cabinet, not by the Planning 
oai 01 Its Chief Planning Officer, and lesponsibihty resides 
wholly with the Ministers It is merely expected tliat the Cabinet 
will be greatly assisted by having at its seivice a Planning Board 
devoted to consideiing planning issues, with free access to materials 
in all governmental departments, and unburdened by ordinary de- 
partmental duties 


The Position of the Individual Accoiding to tlie announced in- 
tention of the Labor Government, economic planning is intended 
to provide only the broad framework for the development of the 
British economy Within this fiamework, it is supposed to be left 
to private individuals to carry out the plans and to conduct k gieat 
part of their business and all their leisure activities according to 
their individual talents and tastes This may, of course, turn out 
to be the actual situation in the long run, but for the present the 
Labor Government seems to rule the British economy with an iron 
hand Almost every type of economic control known to the mind 
of man is at the disposal of the government, and practically every 
type IS in actual use Under rigid governmental controls affecung 
virtually all phases of economic life, piivate ownership and opeia- 
tion of industiies and businesses means very little and economic 
freedom for the individual is a joke It still remains to be seen 
whether the present situation will carry over into the Jong i un 


Making Economic Decisions under Fascism 

The Early Situation As we have seen, tlie operaUon of fascist eco- 
nomic systems in Italy and Geimany involved no change in the 
nominal character of the economic mstitutions of tliese countries 
The fascist leadeis, in other words, professed gieat admiration and 
respect for private property, free enterjirise, individual initiative, 
and competition, and proposed to rely on these capitalistic institu- 
tions for the opeiation of the economic system so far as this couise 
of action produced desirable results However, the goals of tlie state 
or nation were to be supreme, and, if the operation of capitalistic 
institutions tended to pioduce results which were inconsistent with 
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State objectives, the government would have to step in with appio- 
pnate inteileiences and conuols 

The fascist leaders declared lepcatedly that tliey did not intend 
to set up an economic system like that of Soviet Russia, m which 
the state oivns and opeiates die basic means of pioduction, and 
individual initiative is weakened if not destioyed Indeed, the sys- 
tem was not intended to be permanently even a governmentally con- 
trolled system The government did not propose to diicci industiy 
and trade m die long lun, but intended merely to open up the way 
for private industry and tiade Many of the early policies followed 
by the fasast governments were of a sort calculated to be populai 
with business men Labor unions svere suppiessed, stiikes elimi- 
nated, consumeis’ and workers’ coopciativcs discouraged, and wage 
rates lowered by governmental deace Then followed die repriva- 
tization of industries governmentally or municipally owned, the sub- 
stitution of sales taxes for business income taxes oi the removal ol 
taxes on capital issues, the erection of higher tariff walls, and diiect 
subsidies to industry 


Under such conditions, Italy enjoyed a peiiod of great prospeiity 
from 1922 to 1927 Production m general increased by more than 
50 pel cent during the period, with the inaease being particularly 
great in the production of durable goods The pioduction of iron 
and steel increased to nearly double its 1913 level, die output of 
motor cars amounted to one-eighth of total European production, 
shipbuilding and hydroelectric power production advanced to sev- 
eial times their preivar levels, and Italy became die largest Euro- 
pean producer and the world’s largest exportei of rayon The indus 
tries producing chemicals, rubber goods, and machinery expanded 
rapidly Italian foreign trade grew by leaps and bounds and was 
yu per cent greater m 1926 than m 1922 New investments in 
rarpotate enterprises amounted to 2 billion hie in 1923. 5 billion 

thP V 1 ’ ® was active, 

ne volume of unemployment was insignificant, and die net eain- 

iq|„° 17 P« cent of invested capital in 

per cent in 1925 and 7 per cent in 1926 " 

seeTrfTi T "o^^^'ned the 
was such tliat tH distribution of income in Italy 

the lapidly giowmg quantities of industiial products 

Tress? im p'p ’llTJIS New York Oxford Umwrsity 
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could not be taken off the maiket at home, and Italian industries 
had obviously overestimated the possibilities foi developing export 
markets Some Italian industries were relatively high-cost producers, 
for they weie not as efficient as industiies of the same type in other 
countiies, and the problem of excess capacity arose in the rayon, 
sugar, chemicals, shipbuilding, and other impoitant Italian in- 
dustries 

Finally, the Fascist government helped to bring the boom period 
to an end when, at tlie end of 1927, it stabilized the liia at tlie rate 
of 19 to the dollar This value set on the lira was high in relation to 
what its value had been in the years since World War I, and 
stabilization at this artifiaally high rate, while favoiable to the 
prestige of the Fascist regime and to the interests of persons living 
on fixed incomes from property, ran counter to the interests of busi- 
ness men and bankers It made for falling prices, decreased business 
activity, and a relative mcrease m the burdens of debts The aiti- 
ficially high value of the lira in terms of gold made the prices of 
Italian goods seem high in relation to the prices of the same goods 
in other countiies and the Italian export trade was hard hit Busi- 
ness failures inci eased rapidly 

By 1932, production was 25 per cent below the 1928 level and 
about a third of Italian productive facilities became idle Italy’s for- 
eign trade in commodities declined about two-thirds from the 1926 
level and her income from the so-called invisible items of interna- 
tional trade fell by 60 per cent Corporate capital was written down 
by 16 billion lire and industrial earnings fell from 6 per cent on 
invested capital in 1928 to 0 6 pei cent in 1931 and —1 0 pel cent 
in 1932 Business failuies increased from 7600 in 1926 to an annual 
average of 12,000 from 1929 to 1933 Over a million Italian workers 
became unemployed, and the nauonal income declined one-third 
from 1928 to 1931 “ 

The Development of Governmental Control in Italy These de- 
pressed conditions m tlie Italian economy led to a consideiable 
extension of governmental controls The government greatly en- 
larged Its public works progiam, the length of the work week was 
reduced in order to spread the work, and the inteinal migration ot 
workers was severely contiolled The government required the 
citizens to surrender all foreign credits and securities in exchange 

i2I&id,pp 119-120 
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for goveinment bonds in order to support the lira Tariffs were 
raised until tliey became the highest in tlie world, and iigid quota 
controls, import licenses, e\poit subsidies, and bounties weie ap- 
plied More taxes weie shifted to consumers through the use of sales 
taxes 

The htituto Mohtliaie llaltam and the Sofondit began to use 
government credit to support die credit of pnvate business firms 
That 15, these agencies extended aedit to private firms in leiurn for 
the stocks and bonds of these enterpiiscs, and then issued their own 
bonds, guaranteed by the government, in order to recover their 
funds They also took industrial securities off the hands of the banks 
in similar fashion The Istituto dt Rtcosiiitzwne Industnale was set 
up in 1933 to look after the financial leoiganiration of business 
firms, to liquidate bankrupt firms, and to furnish financial aid to 
business enterprises by means of long-term loans financed ultimately 
by the sale of government-guaranteed bonds In spite of all tliese 
measures, Italian recovery from the depression was far from satis- 
factory 


Later on, as the depression was followed by the war with 
Ethiopia, and preparation for and eventually partiapation in 
World War II, Italy developed steadily into a completely controlled 
economy, and the power to make the basic economic decisions 
passed from the hands of business men and firms, where it had 
formerly resided, into the hands of governmental officials and 


agencies The ultimate power to make economic decisions was 
possessed, of course, by Mussolini and a small handful of party 
leaders, but much of it was delegated to various governmental 
agencies The most important of these was the Ministry of Corpora- 
tions, one of the departments of the Itohan government, which was 
entrusted with a wide range of duties m connecuon with the super- 
vision and control of economic activities and did a great deal of the 
economic planning for the country Other important agencies were 
Hie Central Corporate Committee, composed of a number of gov- 
^ment Ministers, high party ofScials. and officials from lower 
ntrol agencies of the government, and the National Council of 
Corporations, which included the Central Corporate Committee 

fe^ernSr”’’''' “'"^ory corporations 

(governmental organizations for the control of producuon) With 

these orgamzauons functioning, pnvate business men and firms 
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could hope to affect the making o£ basic economic decisions only 
through such influence as they might haie witli paity and govern- 
mental officials and agenaes 

The Development of Governmental Control m Germany TJic 
National Socialist Party came into power in Geimany inoie tlian 
ten years after the Fascist Party had seized contiol in Italy It had a 
seveie business depiession to cope with immediately, and it did not 
wait long before starting to interfere with and control the economic 
life of the country On May I, 1933, the First Four-Year Plan uas 
announced This plan was not one coveiing the gencial functioning 
of the economy, but was supposed merely to deal with the abolition 
of unemployment Among the measures included in the plan ivere 
public woiks, subsidies to private building operations, icbatcs of 
taxes on renewals of industiial equipment, work-spi ending, the ab 
sorption of workers outside the ordinary fields of production b) 
means of tlie labor service, the “land-year,” marriage loans, and tas 
1 emissions for female domestic seivants, restrictions on dismissals; 
subsidies foi the employ-ment of older woikeis, especially those uitli 
laigc families, the prohibition of "mulaplc eainings” within the 
family, the rcintroduction of universal compulsoiy military sen ice, 
the payment of bonuses to newly married couples if the uifc agiccd 
not to resume emplo^incnt, and, eventually, the great icaimament 


piogiam 

By the fall of 1936, the unemployment pioblem had virtually dis 
appealed, and Germany embaiked on the Second lour-Ycar Plan 
This plan, like the first one, dealt with a specific pioblein and did 
not coser all details of economic actnity Its purpose uas to fui- 


ther the piogiam of preparing for uai by making Germans in- 
dependent iMth respect to all foods and ran matciials necessary to 
the effcctnc conduct of war Tlic uoik of the plan ivas organized 
undei SIX general dmsions, each headed by a staff of army olliccrs 
and big business men The siiccific aims of the plan ucie said to l>e 
to increase the output of ran maicinis, to distribute all rm nia- 
tciials, and especially iron and steel, so that tlie iinianiciifs indos- 
tiics and othei key industries voiild be able to -ittain then o 
jcctucs, to disuibute labor with especial regard foi the needs o 
mihtan and economic armameiii mdiisti ics, to increase aeriatilnra 
production in gcneial and cspctialh in illose lines ^ihich prodiicio 
raiN materials for nidusin. to keep puces and wages stable, anti 
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control and distribute foreign exchange We shall look into the 
methods for achieving national economic self-sufficiency in some de- 
tail in a latei cliapter 

Geneial Economic Planning During the periods of the Four- 
Year Plans, many phases of German economic life weie brought 
under iigid governmental control The Labor Front was oiganized 
and many offices and agencies for the control of cmployei-employee 
relationships were established The so called Estates of Industiy 
and Trade, Handicrafts, Tianspoitation, and Agricultuie were cie- 
ated for purposes of governmental control in tliese particulai fields 
The government organized controls over prices and wages, intei- 
national ttade, aedit and investment operations, and other things 
Through all this extension of governmental poweis, Germany seems 
to have developed economic planning in the Itahan, rather than the 
Russian, sense 


Until the Second Four-Year Plan came into acuve operation, the 
most important economic decisions seem to have been entrusted to 
the Minister of Economic Affairs and his immediate adviseis, under 
the general supeivision of die Party leaders as a whole Later, theie 


was considerable duplication and overlapping of functions as be- 
tween the leaders of the Ministry of Economic Affaiis and the 
authorities at the head of the Second Four-Year Plan, and the 
Ministry of Economic Affairs was reorganired In January, 1940, 
General Goering and an advisory council were placed in chaige of 
all German economic activities, including the juusdiction of private 
usiness, the war department, and the government, while the Min- 
ister of Economic Affairs was defimtely placed m a subordinate po 
sition The advisory council included tlie following officials "state 
wcretaries representing the Mmistries of Economic Affairs, Labor 
transportation. Interior. Reich-Forest Office, and the Foui-Year 
mn, a delegate from the Nazi Party, and the chief of the war 
economy office of the High Command 

lead^ wrf ’ Economy and its 

comU of niaking for Germany many 

g n he present and preceding cliapters, even though the 


Hwvaid 

Harvard Cdlege '’f permission o£ the President and Pelloiis of 
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group may not have been dignified with the title of State Planning 
Commission Of course, die ultimate power of decision making, in 
the economic sphere as in others, lay in the hands of Hitlei and his 
immediate associates It was also true that some important business 
men and industrialists had a great deal of influence with high party 
and governmental officials and may have been able to affect in some 
measure the economic decisions which were ultimately reached 
Conclusion on Planning There can be no doubt diat die fascist 
countries, at least in their latei years, operated on the basis of eco 
nomic planning of a sort That is, the most impoitant and com- 
prehensive economic decisions — those involving the kinds and quan- 
tities of goods to be produced, the allocation of the productive 
agents, the distribution of consumable goods, and the balance be 
tween spending and saving — ^were made by the leaders of the luling 
party and the government and not by private individuals on the 
basis of price relationships On the odier hand, theie seemed to be 
in each country no definite and continuously functioning body, 
known as a State Planning Commission, which was chaiged with the 
duty of making economic plans, there was little indication that de- 
tailed plans were drawn up for all departments of economic activity 
for several years at a time, with supplementary detailed estimates of 
proposed achievements in individual years, theie seemed to be no 
provision for public participation in the process of planning, the 
exact identity of the individuals who did all the planning was not 
always clear, and the ownership of productive wealth and the de 
tailed operation of economic activiues seemed to be left in the 
hands of private individuals for the most part 
There is little indication that any attempt was made in either 
Italy or Germany to adapt the operation of the economy to the 
actual or supposed wishes and desires of the citizens as private in- 
dividuals The leaders of party and government realized tliat the 
citizens would have to be piovided with ceitain minimum amounts 
of necessities and comforts in order that they might be able to 
function efficiently in serving the ends of the state, but that ivas all 
Apart from this consideration, the leaders did not care what the 
desires of the citizens may have been and made no effort to 
fulfill tliem Only the interests of the state or nauon were deemed 
worthy of serious consideration 

Fascist Resouices Although economic plans can be made and, if 
reasonable, fulfilled whether an economy’s resources are plentiful 
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and high grade or hmucd and low giade, u must be said that the 
fascist leadeis, as economic planncis, had compaiaiivcly htlle with 
whidi to work With a land area of only 119,000 squaic miles and a 
population of about -14,000,000, Italy had to suppoi t a population 
over a tlnrd as large as that of the United States on an aica about 
three-foui tlis as laigc as our state of Califoinia Some of the land 
was not suitable for cultivation and much of the land in use was 
of ratlier pool quality and badly noin Fiom the point of view of 
indusUialization, Italy was shaiply deficient in such irapouant ma- 


terials as coal (83 per cent imported), pen oleum (91 pei cent im- 
ported), iron ore, chrome (98 pci cent imported), copper 89 pei cent 
imported), tin (98 pei cent imported), nickel (virtually 100 pci cent 
imported), manganese (55 per cent imported), cotton, wool, and 
many other materials Such dcficicnacs could not be offset by having 
a sufficiency of aluminum, zinc, lead, mercuiy, sulphui, maiblc, and 
water power, and a fair amount of timbei The task of making 
Italy piosperous is a most difficult one under economic planning or 
any other system 

The Geiman economy was but little better off than the Italian 


system in the matter of resources Before die incorpoiaiion of Aus- 
tria m the German Reidi, Germany had a population of 66,000,000, 
or about half that of the United States, living on an area of 181,000 
square miles, or an aiea about 15 pei cent largci than that of oui 
state of California Before the self-sufficiency piogram boic its ex- 
pensive fruit, Germany was dependent on impoits for about 20 per 
cent of her food supply From the point of view of mdustuahzation. 
She had ample supplies of coal, potash, and magnesite, shortages of 
antimony, non ore, lead, manganese, rubber, peuolcum. sulphui, 
m r and wood pulp, and zinc, and major sliottages of asbestos, 
on tungsten, and vanadium The self-sufficiency program elimi- 
^ . pm ot th., depend™, on lorngn 

to her in World War II added greatly 

eood resources, but all this did no 

good when she was unable to hold tliese gams 


Questions 


1 

op....,™ «> a 
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4 

5 


6 

7 

8 


The Russian State Planning Commission receives a great deal of 
help with Its work of economic planning ” Discuss 
Explain the method which is used m formulating a Five-Year Plan 
and placing it in operation 

"The economic results planned by the State Planning Commission m 
Russia are likely to be better suited to the basic needs and desires of 
the citizens than tlie results achieved by capitalism on the basis of the 
price system would be " Do you agree? Explain 
‘Economic planning in Soviet Russia produces a completely con 
trolled economy, that is, the economic plans, whether they are good 
or bad, can always be fulfilled " Show whether you agree 
"Even though economic plans are made very efficiently and accurately 
in Soviet Russia, it is too much to expect that these plans will ever 
be perfectly fulfilled ’’ Why? 

How do the Soviet Russian planners attempt to keep their Five-Year 
Plans “balanced and flexible”? 


9 The goals set up by the Russian Five-Year Plans to date have been 
highly optimistic” Show whether you agiee 

10 Any failure to carry out the economic plans can scarcely be charged 
to a lack of resources on the part of Soviet Russia ” Discuss 

1 1 On what bases have certain industries been selected for nationaliza 
tion in Britain under partial socialism? 

12 How IS economic planning carried on in Britain under partial social 
ism, and what are its short-run and long-run objectives? 

13 The individual business man will probably be affected very little 
by economic planning in Britain under partial socialism ” Discuss 

14 The fascist economies of Germany and Italy only gradually came 
to operate on the basis of economic planning” Explain 

15 "During World War II, it was certainly accurate to refer to the fascist 
systems of Germany and Italy as fully planned economies ” Do you 
agree? Explain 

16 Compare economic planning in the fascist countries with that which 
IS carried on in Soviet Russia 

17 “The economic planners of Germany and Italy under fascism did not 
have very adequate material resources with which to work " Explain 
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THE ORGANIZATION OF 
PRODUCTION 


The Oigamzalton 0 / Pioductwn undet CajntaUsm 

As we ha\c seen, pioductive wealth is privately owned £01 the 
most part undei capitalism and pioductive enterprises are operated 
by puvate individuals Moieover, a capitalistic society is willing, 
on die whole, to accept as appropuate whatever total productive 
results aie pioduced by the leactions o£ private individuals on tlie 
basis of price relationships Under these conditions, the government 
of a capitalistic system does not, except peihaps in times of great 
emergency, set up large and elaborate organizations of its own for 
the purpose of controlling and coordinating pioductive activities in 
general While the various forms of die business unit (such as the 
coiporation or partnership) which private individuals use under 
capitalism are subject to various laws and regulations, individuals 
are oidinarily quite free m the matter of selecting the foim of the 
business unit which is best suited to their particular enteipiises 
The Forms of Prwate Enterpuse In the capitalistic system of the 
United States, most business enterpnses are set up as single pro- 
prietorships, partnerships, oi coiporations, and the coipoiation is, 
on the whole, far moie important than the othei foims of the 
wsiness unit In 19S9, according to the Bureau of the Census, 
United States Department of Commerce, corporations made up 51 7 
pw cent oi the total number of enterpnses m manufacturing, but 
they employed 894 per cent of the workers, turned out 92 6 per 
manufactured products, and weie respon- 
able foi 923 per cent of the total value added by manufactuie 
e economy as a whole there weie only a little over 400 000 
coipoiations out of more than 3,000,000 opeiating business firms in 

175 


176 


COMPARATIVE ECONOMIC SYSTEMS 


1945, but the coipoiations pioduced 87 1 billion dollais and single 
pi opiietoi ships and paitnei ships only 44 2 billion dollais out of a 
total of 142 3 billion dollars of national income oiiginating in 
business ^ 

The importance of the coiporation itself varies greatly fiom one 
field of productive activity to anothei Coiporations in 1939 made 
up only 0 14 per cent of all enterprises in agricultuic, 4 87 per cent 
in retail ti ade, and 7 47 per cent in construction, but went up to 
as high as 63 per cent in tlie extraction of minerals ® In 1937, coi- 
poiations were responsible foi only 7 per cent of the total income 
produced in agriculture, and only 30 and 36 per cent of the income 
pioduced in the construction and service fields On the other hand, 
corporations pioduced 89 per cent of the total income in tlie field 
of transportation, 92 per cent in manufacturing, 96 per cent in 
mining, and 100 per cent in communications, and electric light and 
power and manufactured gas The average for all branches of pio- 
duction was 60 to 65 per cent ® 

In addition to single propiietorships, partnerships, and corpora- 
tions, coopeiative enterprises play a small part in productive activi- 
ties under capitalism Cooperative entei prises have not attained a 
high level of development in the United States, and yet in 1944 
theie were approximately 4300 ictail cooperative associations in this 
country, with a total membeiship of more than mifbon peisons 
and a gross volume of business amounting to $557,000,000 In tlie 
same year there ivere also 577 service cooperatives (providing hous 
ing, medical caie, or burial service), 850 electricity associations, 
5000 telephone associations, 9000 credit unions (or financing or- 
ganizations), and 2000 insurance associations However, the volume 
of business done by cooperatives of all sorts was an exceedingly 
small fraction of the total for the countiy as a whole < 

Lmge-Scale Ptoduction and Combination Productive activities m 
the United States over the last several decades have been cliar- 


iT/ie Economic Almanac for 1946 47 New YorU Nitioml Industrial Wn 
ference Boaid, 1916. pp 90 91. W N Peach and tViltcr Kriusc, B^tc Em of 
the dmtiicnii Cco(iom) Chicago Richard D inwn, Inc, 1918, p 177 

2 The Economic Almanac for 1946 47, p 93 , on x/ivn 

3Tcmpo,,ry National Economic Committee. Monograph 
uou, JlLovery. and Defense Wishnigton Government Printing Omcc, 19 

^ *The Competition of Coopeiatwes with Other Forms of 

House Repoit No 1888, Washington Government Printing Omce, 19 , PP 

26. 27 
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actexizcd not only by the use ot the rorpoiaiion to a position of 
dominance as a form of tlie business unit but also b) the giowlh 
of laige scale ptodiiciion and the dcselojnncnt of business combina- 
tions Filins svith an annual piodnci sained at a million dollais oi 
moie included only 22 pet tent of the iot.il numbci of films m 
manufactunng in die United States in 191 1„ but these few laigc 
firms employed 35 3 pci cent of all woikcis in iiianiifartiiiing and 
turned out 187 pci cent of all manufactuicd piotlucts bj laliic In 
1937, die plants with an annual piodiui \alued at .i million dollais 


or moic included 60 pci cent of all plants in manufartining, em- 
ployed 57 9 pet cent of all manufactunng svoikcis, and pioduccd 
704 per cent of all manufactuicd piodutis by \aluc' In all fields 
of economic actisity m the economy, Iaigcsc.tlc business units 
amounted to 7 5 pei cent of the total minibci, but employed 53 2 
per cent of the peisoniicl and contiibiitcd 05 9 pei cent of the total 
\alue of output « 

In many cases, the expansion of the pioducitsc unit does not stop 
with simple large-scale pioduction but goes on to the foiination of 
combinations of productive establishments The majoiity of the 
many thousands of business combinations in the United States aic 
of the simple honrontal type That is, they involve the union under 
one central management of two oi more plants wliicli turn out 
exactly the same product or pioducts Other combinations arc of 
the vertical type, which involve the ifnion undci one central man- 


agement of two or more establishments w'hich operate in different 
stages of die pioccss nccessaiy to piepaie the final piodiict for the 
market, or of the complex horuont.il type, whose two oi moie 
plants undei one central management luin out unlike but not suc- 
cessive products Finally, we may note that pioductivc establish- 
ments m the United States usually employ loundabout and highlv 
specialized methods of production 

Govf^mental Influences Even diough die government of a capi- 
talistic country does not specify any particular foims in which pi o 


Abstract of the Untied Slales, 1987, p 739, The Chicago Tub, we. 

Tor this comp«tauon.h,gc, calc 

employees, whJlmlc «fli, i, ^ "'an«[acmnng plants niih more tlnn 100 
volume, and retT,! 

and construction establishments with *'**^^*' antuscmeitt, 

than ?50,000 “«“'«hments with annual net sales or receipts ot more 
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ductive entei prises must be organized, it may disaiminate against 
certain types of productive oigamzations Thus, if it is apparent that 
me use of holding companies in ceitain fields is filled with abuses 
and unfortunate practices, the goveinment may legulate the use ot 
this form of organization oi even piohibit its use altogediei m 
certain cases In any case, the fact that the goveinment does not 
actively contiol the foims in which pioductive enteipiises are 
oiganized does not mean that it may not engage in many activities 
which will affect the results of productive operation Some govern- 
mental activities, such as the construction of canals oi haiboi faah 
ties, the provision of a system of weights and measuies, oi the 
establishment and maintenance of a monetary system, aie con- 
cerned primarily with the general development of economic activity 
In other cases, as foi example when the goveinment undertakes to 
define and prohibit the use of unfair competitive piactices, it is 
engaged in laying down general lules according to which private 
enterprisers must play the game 

By means of such a policy as that of maintaining a high piotective 
tariff, the government may influence not merely the couise of intei- 
national trade but tlie lelative development of industry and agii- 
cultme, 01 that of different phases of industry, within the economy 
If the private opeiation of economic activity leads to the formation 
of monopolies and the exercise of monopoly powers to the detiiment 
of tlie public, the government may piovide and attempt to enloice 
anti-trust legislation If tlie opeiation of individual industries undei 
private auspices produces seiious evils and abuses, as in the case of 
the railroads and other public utilities, the goveinment may bung 
these industiies under close legulation and contiol The govern- 
ment may establish plants of its own to sei ve as yaidsticks foi testing 
the efficiency of private conceins and the Ian ness of then piicing 
policies Finally the goveinment, even undei capitalism, may deade 
to own and opeiate certain industries altogether As we noted in 
Chapter 3 , the goveinments of vaiious capitalistic economies have 
owned and opeiated plants oi mdustiies foi tlie pioduction of an 
enoimous variety of commodities and sei vices, and have biouglit 
many othei fields of production undei governmental supei vision 
and legulation 

In times of emeigenq', the goveinment of a capitalistic economy 
may greatly expand die range of its activities and may interfeie m 
the economic life of the country to a much greater extent dian 
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usual For example, m the gieat dcpiession after 1929, the fedeial 
government of the United States attempted to contiol a considci able 
lange of economic activities, including especially the icsults of pio- 
dueme activities in agiicultuic (by means of the AAA) and m 
manufactuiing and commerce (by means of the NRA) ‘^gain, din- 
ing 'IVoild IVai II, die fedeial government undcitook to stimulate 
the pioduction of ceitain types of goods gieatly, to stop the piodiic- 
tion of othei commodiucs completely, to allocate available pioduc- 
tive resources among industries or films, to control puces and wages, 
to stimulate individual saving so that laige quantities of war bonds 
could be sold, and even to lation finished economic goods among 
the individual consumers However, these types of inteifeicnce and 
conuol have to do with die kinds and quantities of goods to be 
pioduced, or other basic and comprehcnsiie economic decisions, 
rather than with the ozganiration of production as sudi 


The Oigantzation of Pioduction undei Socialism 

The ConttnuaUon of Fannbai Oigamxatwnal Fottm Under so- 
cialism, as die ideal system is visualized by membeis of the so- 
cialist movement, land and capital would be publicly owned for the 
most part and most productive enterpuses would be opeiated by the 
goveinment in the name of the entire social gioup However, the 
organizauon of production whidi would probably icsult would not 
seem very unfamiliar to us If the corpoiate form of business organi- 
zMion has significant advantages from the point of view of opeiaung 
efficiency, theie seems to be no leason why the goveinmental en- 
terprises which would dominate most fields of economic activity 
under socialism could not be orpnized as goveinmental oi public 
coiporations Such coi potations could have all the usual officials 
and managerial methods and devices They could be managed by 
boar^ of directors as they now arc, except that such boaids would 
P obabiy contain representatives of workers and consumers as well 

Lw f only the 

the mtl f P* e'fect to the economic plans oi 

ductivlT? PoJtctes If combinations of pio- 

of view of genuine advantages fiom the point 

view of efficiency, they could be set up and used as well imder 
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socialism as under capitalism Production under socialism could be 
as roundabout, large-scale, and specialized as undei capitalism 
Most socialists do not think of then ideal system as one in which 
all types of production would be controlled and operated exclusively 
by public enterprises It is clear that there are some branches ol 
personal service and petty production, as well as some activities of 
a highly individualized nature, which are not well suited to opera- 
tion by public enterprises Tlius, cooperative societies or even 
private individuals might be permitted to operate small restaurants, 
tea rooms, garages, filling stations, shops for repairing shoes, radios 
and many other things, tailoring, dressmaking, and shoemaking 
establishments, and shops for selling home-made cakes, cookies, 
preserves, pickles, and other products Some socialists would go eien 
faither and say that all handicraft pioduction, all or most agiicul 
tural production, all or most retail merchandising, and even some 
small manufacturing enterprises might safely be left to cooperative 
associations or private individuals ^ In general, these are fields of 
pioduction in which the abuses or wastes of capitalism aie thought 
to be at a minimum and which do not lend themselves especially 
well to operation by laige-scale state enterprises 
Controlling Private and Cooperative Production There would 
probably be no great harm in leaving a fair range of economic 
acuvities to cooperative assoaations and private individuals undo 
socialism The private and cooperative entei prises could be made 
to bear costs comparable to those of governmental enterpiises in 
other fields and several devices are available by means of which 
the government could control tlie productive activities of private 
and cooperative enterpiises so as to keep then results m haimony 
with the economic plans foi the whole system That is, the govern- 
ment could encouiage pioduction in some cooperative and private 
fields and discourage pioduction in others by varying the prices set 
upon the finished commodities and services, by discriminatory taxa- 
tion, by varying the inteiest rate charged for funds obtained from 
goveinmental financial institutions, by being willing or unwilling 
to advance funds in the first place, by issuing disci iminatory rations 
to different types of producers, or by varying the goods available m 


rOn these imttcis. see H D Dickinson, 
H W Laidicr, American Socialism, pp 156 


economics of Socialism, pp 1C6 >^2, 
163, or John Strachej, Hoai Socialism 


TI oris, pp 65 73 
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The Ot gamzation of Pioduction in Soviet Russia 

The Mtmshies As we have seen, the Ministries of Soviet Russia 
are usually both depaitments of government and departments of 
economic activity and arc therefoie important connecting links be 
tween the government and the economic life of the country Until 
1939, pioduction m the Russian system was organized under a 
comparatively small numbei of Ministries Transportation and com 
munication were under the Ministries of Railroad Transportation, 
Watei Transportation, and Communications The Ministry of 
Internal Tiade had control ovei all letail and wholesale meichan 
dising of finished goods, that of Finance operated most of the credit 
facilities of the system, and that of Foieign Trade contiolled im 
porting and exporting Agriculture was undci the Ministry of 
Agiiculture and the Ministiy of State Faims, while industry or 
manufactuiing was dominated by the Ministiies of Heavy Industrj’, 
Light Industry, Timbei, Machine-Building, and Food Since most 
other phases of economic activity will be covered m separate chap 
teis, we shall be concerned here primarily with the oi^nization of 
industrial production 

The Ministiies in charge of industiial production did not actually 
pioduce anything, of course, but were merely contiol groups or 
administrative agencies Each one was in charge not of a single in 
dustiy but of a whole group of related industries Thus, until 1939, 
the Ministry of Heavy Industry included tlie industries producing 
coal, coke, peat, petroleum, non and steel, iron and manganese ore, 
coppei, gold, aluminum, lead, zinc, nickel, tin, chemicals, cement, 
building maieiials and technical glass ” Cleaily many othei agenaes 
and oiganizations below the level of the Ministries weie needed 
foi the detailed administration and supervision of industrial pro 
duction 

The Admimstrations Each industiy oi branch of production un 
der one of the Ministiies was placed in the powei of anothei control 
group known as an "admimstiation” or “combine " Most of the 
powers of each admimstiation were rather broad and supervisoiy m 
character Some of them, such as the collection of leports and in- 
formation, the supervision of accounting methods, the cairying on 
of reseaich work, and the training of specialized peisonnel, weie of 
the type which tiade associations might carry on in some other 
0 Russian Economic Notes, Number 13, pp 10-12 
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economic system Othei functions included the working out of plans 
foi, and supervision of the construction of, new pioductive facilities 
{subject to the general economic plans), appointing and dismissing 
tiie officials of the next lowei units of the industiial oiganization, 
deading tlie uses to whicli the "profits” of die lowci units should he 
put, supei vising the purchase of raw matenals and supplies and die 
sale of finished pioducts for dieir industries, and the levying of fines 
and penalties on the lower industrial units 
The Trusts Undei each administration, several "tiusts" ordinarily 
appeared These units were also control groups and may be com- 
paied with the combinations of productive units ivith whicli we are 
familiar in the United States Some of these trusts were vertical 
combinations of productive units, while othei s were horirontal com- 
binations at given levels of production Some Ousts had only plants 
which were concentrated in a single limited geographical area, while 
odiers had plants which were scattered ovei a mucli largei aiea The 
functions of the tiusts weie, in general, more detailed dian those of 
the administrations Each Oust was operated by a board (appointed 
by Its administration) and this boaid in turn appointed the man- 
agers of the actual producing plants or factories Eacli trust was le- 
sponsible for the productive equipment furnished to tlie individual 
factoiies by the state The tiusts weie to see that their plants inter- 
changed technical experience and made use of lesults obtained by 
scientific and technical institutes, iaboi atones, and research or- 


ganizations, to furnish their plants widi information concerning 
teclinological advances in industries abroad and get tlieir plants to 
adopt similar devices and impiovements, to see that tlie plants made 
lull u« of their resources and kept stocks of matenals, supplies, and 
mushed pioducts in proper amounts and under satisfactoiy condi- 
uons, to set up an orderly system of accounts and lecoids rvitlun 
heir plants, to see that the plante went as far as they should in 
smndardizmg their products, to supervise the wage contracts which 
TJIT f satiated with labor organizations, and to purchase 
V materials and sell finished products foi their plants 

Sanf ".IT* to the individual 

diced commodities tvere actually pio- 

as enterprise was appointed by its trust 

gades of woikeis undei brigade leadeis While the offi- 
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cials in charge of individual plants or factones iveie to make the 
decisions necessary to the day-to-day opeiation of their establish- 
ments, It IS deal that there were not many things left foi these 
officials to decide Each enteipiise operated undei veiy definite 
assignments denved from the economic plans of the system Among 
the factors which weie controlled quite specifically fiom above were 
the kinds and quantities of goods to be produced, tlie quality of 
the goods, die prices at whidi the goods could be sold, the quantities 
and qualities of productive factors which could be used, and the 
amounts to be paid for mateiials, supplies, labor costs, taxes, and 
other expenses About the only things left to the management of 
the enterpiises were routine decisions of everyday operation neces 
sary to the carrying out of the plans, and the hiring and firing of 
labor Even in such matteis of routine factory operation, the man- 
agers were requiied to consult witli die leader of the local unit of 
die Communist Party and a representative of the local labor unions 
"Where these worthies were both members of die Communist Paity 
and the managers were not, it is to be supposed that the managers 
were relatively powerless to make even routine decisions with regaid 
to the opeiation of their entei puses At any rate, it is clear that 
decision-making within the local productive unit was m the hands 
of a triumviiate (manager, Paity official, and labor representative) 


called the Tioika 

Although the powers of the manager were extremely limited, he 
was nevertheless held responsible foi the successful opeiation of the 
enterprise and the fulfillment of its plans If unsuccessful, he might 
be severely punished With prices, costs, and quanuties of produc- 
tive agents so closely conti oiled, about the only factor which the 
manager could hope to influence was pioductivity or efficiency That 
IS, the manager was supposed to get his costs of pioduction per unit 
of product down to the planned level by inducing an increase m 
the productivity of his enterpiise. as compaied with die piecedmg 
period to the extent presciibed by the plan If he could spur his 
workers on to the planned feats of producuvity, his entei prise came 
out even or made "planned profits," as the case might be If he in- 
duced feats of pioductivity greater than those which had be 
planned, he made "unplanned piofits” and was a most s^ccessf 
enterpriser However, as we have seen, a soaalized 
Its people cannot get rich by making money profits,^ and the pioh 


10 See Chapter 1, p 13 
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were important pnmanly as an indication of the degree of efficiency 
achieved by the various entei prises and tlien manageis With great 
responsibility, limited poweis, and no very great rewards for cairy- 
ing on the occupation, it is not easy to see why many people would 
have aspired to be managers in Soviet Russian industry 
Later Changes This organization of government owned and op- 
erated industry has been dianged consideiably in recent years 
Beginning in 1939 there was a general leoiganization of Soviet 
Russian Ministries and those in charge of industrial production 
were divided and subdivided By 1945, the Mmistiies dealing with 
industrial production included Armaments, Automobile Industry, 
Aviation Industry, Chemical Industry, Coal Industry of the IVest, 
Coal Industry of the East, Construction and Roadbuilding Machin- 
ery, Electrical Industry, Eerrous Metallurgy, Fuel Industry Con- 
struaion. Heavy Industry ConstrucUon, Heavy Machine Building, 
Machine and Instrument Construction, Machine Tools, Military 
and Naval Construction, Non-fenous Metallurgy, Oil Industry of 
the South and West, Oil Industry of the East, Papei and Cellulose, 
Power Stations, Railroads, Rubber, River Transport, Shipbuilding, 
Transport Machine Construction, Building Materials, Cinematog- 
raphy, Fishing, Food Industry, L^ht Industry, Textile Industry, 
Timber Industry, and Radio Industry 
With many of the Ministries coming to include only a single 
industry, rather than a large group of industries, it seems clear that 
the old contiol agencies called administrations, which were also 
at the head of single industries, are no longer a necessaiy pait of the 
industrial organization In some cases "departments’’ or "produc- 
tion territorial sections’’ are the new control agenaes opeiating 
under the Ministries These agenaes are committees heading up the 
lines of producuon of a given branch of industry and controlling a 
guen territory w In these Ministries the trusts and individual 
plants underlie the departments or sections The depaitments have 
wide powers for controlling the productive activities of trusts and 
laaones, furnish supervision and guidance to these lower industrial 
units on a number of technical and financial matters, and are 
^ponsible for getting raw materials and supplies to the lower umts 
d foi selling their products However, tliere are no sections or 


1 ne iowet Economy Today, p 26 
Soviet Russia Today, Tcbiuai), 1948, p 23 
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depaitments under some Ministries, and in such cases the Uusts 
are responsible directly to the Ministries 
In 1937, the Troika, oi tiiumvirate for making various intu 
enterpiise decisions, was abolished, and the managers or directors 
of enteipiises were given more authority in the operation of their 
establishments It is not certain whether this development resulted 
horn a lecognition of tlie need for greater power on the pait of tile 
managers oi merely fiom the feet that more and more of tlie man- 
agers were becoming members of die Communist Patty who could 
be trusted to function with less supei vision than formerly In any 
case, however, die position of a manager is still anything but a rosy 
one All diese changes suggest that the mdustrial organization of 
Soviet Russia is extiemely flexible and subject to continuous le- 
organization on a lather costly trial and erroi basis 
Government Oanetshtp of Industry The owneiship and opera- 
tion of industries by various governmental units in Russia cone- 
spouds rather closely to the piospectus given out by modem 
socialists Ministries, such as those of the Automobile Indusuyj 
Aviation Industry, Chemical Industry, Coal Industry, Electrical 
Industiy, and many otheis, are AU-Union Minjstiies, and die van- 
ous entei prises under dieii superwsion are owned and operated by 
the federal government through these Ministries On the othei 
hand, such Mimstiies as those of the Fishing Industiy, Food Indus- 
try. Light Industiy, Textile Indusuy, and Timber Industiy, ate 
Umon-Repubhc Ministries, and the various enterprises under tlieu 
supei vision aie owned and operated by die lepubhc governments 
(oi lower governmental units) thiough diese Ministries Finally, 
some enteipiises of local inteiest, such as various public utilities, 
aie owned and opeiated by local governmental units or Soviets 
Cooperative Production m Industry The extent of coopeiative 
production in the socialized economy of Soviet Russia also beais 
out fully die claims of modern soaalists in this matter As we shall 
see later, over 90 per cent of the cultivated area of Soviet Russia 
IS in the hands of collective or cooperative farms, and various esti- 
mates hold that diese coopeiative faims include some 19 to 22 
million peasant households or families Theie are also some duee 
million persons in vauoos other producers' cooperatives NaiiosMUg 
the field still fuither to our present inteiest of industrial produc- 
tion, there were about 1,500,000 hand workeis in vauous industrial 
(01 handicraft) coopeiatives m 1937 These pioducers' cooperatives 
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turned out a total pioduct valued at 13,178 million rubles in 1937, 
as compaied with one woith 5,764 millions in 1932 They Aveie said 
to be lesponsible for about 20 per cent of the maiket supply of 
consumeis’ goods, including 35 per cent of the fuiniture, 40 pel 
cent of the metal goods, 67 pei cent of tlie metal bedsteads, 33 
pel cent of tlie felt footwear, and 50 pei cent of the knit ovei- 
gaiments, peasant art goods, embioideues and laces, scissois, kero- 
sene pressuie-stoves, and ivooden and othei toys 
In 1940, the products of tlie industrial coopeiatives increased by 
15 pel cent over 1939, and new investments of 550 million lubles 
were made m these establishments Then output ivas expected to 
reach 19 billion rubles in 1941, including 15 billion lubles’ worth 
of consumers’ goods Among the specific items included m this total 
were 40 million pans of footweai, 78 million meteis of cotton 
textiles, 61 million paus of socks and hose, 25 million knitted outer 


garments, 47 million sets of knives, forks, and spoons, 150 thousand 
phonographs, and 570 thousand kerosene stoves “ The producers’ 
cooperauves tveie praised for having developed many “neiv” prod- 
ucts such as lieat-iesisting ceramic ware, home mechanical refiig- 
erators, drying drums for laundry, lubber goods, aitificial stone, 
chemical products, paints, cardboard, leather goods, and metal sub- 
stitutes They had also achieved considerable success in repair work 
m connection with shoes, clothing, and household utensils On the 
otha hand, they ivere criticized for shortages of toys, hose, scliool 
supplies, and baiber, laundry, and photographic services 
This emphasis and dependence on cooperative pioduction has 
carried over into the postwar period Faced with continuing short- 
ages of consumers’ goods, the Counal of Ministers of tlie U S S R 
m 1946 took several steps to encourage production by cooperatives 
A large government loan and government mateiials and equipment 
were placed at the disposal of tlie cooperatives and they were 
eiieved of tlie necessity of filling industrial ordeis The coopera- 

erifu they could 

Sr«t controlled puces tor similar 

commeraal stores Some taxes were removed 

wer^ cooperatives 

members In ^ portion of their profits among their 

In 1947, the cooperaav^ and other local, non-govem- 

“ Russian Economic Notes, Number 377, pn 10 12 
foreign Commerce Weekly, April 12, ISU, pp 75 75 
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mental producers were expected to turn out almost 30 million 
pairs of shoes, almost 40 million pairs of stockings and socks, 54 
million meters of cotton clotli, 6 million meteis of silk, and 4 3 
million meteis of woolen cloth It was estimated that fulfillment of 
these goals would inciease supplies available to consumers by any- 
where from 20 to 60 per cent “ 

Private Enterprises There has even been some place for private 
entei prises in the socialized economy of Soviet Russia, though all 
private trading (involving the pui chase of goods for resale) is 
foi bidden and pmate enterprise! s are excluded from the manu 
facture of silk goods, cotton goods, leather goods, tobacco products, 
acids, soaps, cosmetics, paints, and varnishes, and fiom piinting, 
cngiaving, and othei forms of repioduction Piivate individuals, if 
granted licenses, may operate in bookbinding, boot lepairing, 
cabinet making, carpentiy, chimney sweeping, electric fitting, dress 
making and sewing, house repairing, glazing, hairdressing, launder- 
ing, locksmithing, optical work, painung, photography, plumbing, 
tailoring, and upholstering Private individuals may make furniture, 
potteiy, cooper’s products, musical instruments, and straw articles 
for sale, and may produce clotlung, footwear, leatlier goods, oi 
articles made of non-ferrous metals, on the basis of orders received, 
tliough they may not make them for the market in anticipation of 
demand The individual is not allowed to make foods and beverages 
from purchased mateiials for purposes of sale, but is permitted to 
sell such products when made fiom his own materials Lawyers, 
doctors, and dentists may have a practice of tlieir own in addition 
to their woik foi the state, stenogiaphers in state entei prises may 
do private typing for authois and writers, clothing workers may 
take in private sewing, ofiice cleaners may clean homes and take 
care of children, and carpenters may build houses for private 
persons 

Russian Industrial Results to 1941 We must now examine the 
Russian claims as to their accomplishments in industrial production 
under the planned economy in the years from 1928 through 1940 
In Table 2, we present statistics of the production of several impor- 
tant industrial commodities in Soviet 'Russia in the years I9I3» 
1928, 1932, 1937, and 1940, togetlier with the planned estimates of 

IB Harry Schwirtz, Russia’s Postwar Economy, pp 43 44 
iBL E Hubbard, Soviet Trade and Distribution London Macmdlan a 
Company, Ltd , 1938, p 15? 
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production for 1932, 1937, and 1942 It is cleai that the production 
o£ these commodities had been inaeased veiy gieatly by 1937 and 
1940, in compaiison witli 1913 and 1928, and tliat even gieater 
accomplishments were planned for 1942 While it would not be 
fair to evaluate the operation of tlic Russian planned economy 
solely on the basis of lesults in die field of industrial pioduction, 
there are nevertheless several observations which seem peitinent on 
the basis of these lesults 


In the first place, the statistics of industrial production indicate 
that the Soviet Russian economy, prior to World War II, had made 
very considerable piogress towaid one of its planned goals — die 
industiialization of the economy Agiicultural goods, which had 
been 57 9 per cent of total national output in 1913, and 45 5 per 
cent in 1928, declined to 29 3 per cent by 1932 and continued to 
decline as a percentage of the total thereafter This meant, of 
course, that industrial goods increased from 42 1 to 70 7 per cent 
of total national output ovei the same period In 1940, tlie gross 
value of all agricultural products was 23 billion rubles while that 
of all industrial products was 138 5 billion rubles ” 


Quite apart from their significance as an indication of tlie indus- 
trialization of the economy, the increases in industrial production, 
if they could be taken at their face value, would cause one to 
ran out of adjectives which are synonymous with "stupendous" and 
colossal," for obviously the producUon of most industrial com- 
modities has not merely increased but has had a manifold increase 
one spokesman for Soviet Russia has it that, while industrial pro- 
auction in the capitalist world as a whole inaeased from 97 to 114 
rom 1927 to 1937 (on the basis of 1928 = 100), industrial pioduc- 

mLZ same base 

K industrialization, but full 

same ivritP faciliues is another important factor The 

S^ms rratfr.”"' ’ United 

averaS w. P^ Again, the 

land per vear\^h ^ hectares of 

P y . whereas the average Russian tractor cares for over 
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500 hectares “ From tltese and other data, he concludes that the 
Russian utilization of fixed pioductive facilities is several tunes 
that achieved in capitahstic economies Russian industrial output 
was only 4 7 per cent of die industrial output of die world in 1928, 
but It was 110 per cent in 1932 and 15 2 per cent in 1937 It iras 
expected to reacli 31 0 per cent in 1942 =« 

Finally, the Russian statistics of industiial production are note- 
woithy in that diey suggest die absence of business cycles in the 
operation of the planned economy While capitalistic countries were 
in die thioes of a severe depression in 1932 and dieii industrial 
outputs were gieatly reduced m comparison with 1928, the Russian 
economy apparently found 1932 a very good yeai, for the output of 
most industrial commodities was fai above the 1928 leveL It is 
obvious that a country which can avoid business cycles does not 
have to worry about the cyclical unemployment of its workeis The 
Russian leadeis claim that a planned economy such as their own 

w Ibid , pp 56 57 

20 H Johnson, The Soviet Power New Yoik International Pubhsheis, 1940, 
pp 92-93 

TABLE 2 

PRODUCTION OF IMPORTANT INDVSTRUl 
COMMODITIES IN SOVIET RUSSIA 


Item 

1 All producers' goods 

2 Petroleum 

3 Coal 

4 Electnc power 

5 Pig iron 

6 Steel 

7 Rolled steel 

8 Copper 

9 Cement 

10 Sawn lumber and timber 

1 1 Autos and trucks 

12 Tractors 

13 Freight cars 

14 Locomotives 

15 All consumers’ goods 
16. Cotton textiles 

17 Woolen textiles 

18 Leather shoes 

19 Sugar 

20 Paper 


Units 

m3 

BiJhon rubles 


Milhon tons 

92 

Milhon tons 

291 

Billion kilowatthours 

20 

Milhon tons 

42 

Milbon tons 

42 

Milhon tons 

35 

Thousand tons 

31 1 

Million tons 

14 

Milhon cubic meters 

11 9 

Thousands 

01 

Thousands 


Thousands 

118 

Thousands 

06 

Billion rubles 


Million meters 

2227 

Million meters 

95 0 

Million pairs 

83 

Thousand metne tons 

1290 

Thousand metric tons 

205 


19IR 

82 

116 

354 

50 

33 
A2 

34 

300 
19 
13 6 

07 
13 
10 6 
05 
10 1 
2742 
93 2 
296 

1283 

284 
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can always avoid booms and dcpicssions \Vc shall be m a belter 
position to evaluate tins claim aftci we hate e\amincd other phases 
of the operation of tlie Russian economic system 
Russtan Stattstics. The Soviet Russian iicconiphshmciits in die 
field of industrial pioduction arc, howctei, open to ciiticism fiom 
several angles In the fust place, tlierc was tJie question of the 
leliability of the Russian statistics The souicc of data on the 
Russian economy was the Russian govcinmcnt itself (oi vaiious 
agencies of the government), and this was likely to be a biased 
source That is, Uie Russian gosernmeiii, opciating in the midst of 
a skeptical if not hostile woild, was probably aiiMous to have its 
accomplishments appear as gieat as possible and, like some othei 
governments, it may have touched up its statistics a bit at times 
Moreover, there was no way to clieck the statistics adequately and 
thus to measure and collect any inaccuiacics that might CMst Some 
apologists for Soviet Russia contended tliat tlie Russian statistics 
had to be accurate, since the opciation of a planned economy de- 
pends to a great extent on having a mass of statistics avail.iblc, and 
since the planners would be silly to mislead themselves by concoct- 


TABIX 2 (CoMmued) 

IN SELECTED TEARS IN COMPARISON 
PLANNED ESTIMATES 


1932 

{aclual) 

18 0 
223 
647 
130 
62 
59 
42 
467 
35 
244 
23 9 
50 6 
20 2 
OS 
16 3 
2417 
887 
847 
1400 
479 


7932 

{planned) 

17 4 
217 
75 0 
22 0 
100 
10 4 
80 
847 
64 
42 5 
105 0 
550 
12 6 
15 
19 2 
4700 
270 0 
800 
1400 
900 


7931 

{actual) 

55 2 
30 5 
128 0 
364 
14 5 
17 7 
13 0 
97 5 
54 
33 8 
200 0 
803 
591 
1 6 
40 3 
3443 
1051 
164 2 
2421 
833 


7937 

[planned) 

45 5 

46 8 
152 5 

38 0 
16 0 
17 0 
13 0 
155 0 
75 
43 0 
200 0 
88 5 
118 0 
28 

47 2 
5100 

220 0 
1800 
2500 
1000 


7910 

7912 

[actual) 

(planned) 

84 0 

114 5 

31 0 

540 

165 5 

243 0 

48 2 

75 0 

14 9 

22 0 

183 

28 0 

131 

210 

164 7 

215 7 

53 

no 

33 8 

45 0 

1471 

400 0 

31 1 


510 

120 0 

17 

23 

540 

69 5 

4030 

4900 

124 4 

177 0 

230 0 

258 0 

1622 

3500 


1500 
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mg umeliable statistics as a basis for making plans and operating 
/the system However, the need foi having lehable statistics foi 
purposes of planning would not have prevented tlie cieation of a 
sepal ate and unieliable set of statistics for the edification of the 
outside world 

The vaiious statistics which are stated in teims of lubles were 
espeaally open to suspicion, since they were sometimes given in 
"cuirent lubles” and at other times in “rubles of 1926-1927 value" 
The Russian leaders saw fit to expand greatly the quantity of 
money and credit in use and peimitted rather considerable inci eases 
in puces, so that statistics in terms of current rubles represented 
the movements of the underlying physical data quite poorly On 
the other hand, some industries whose output played a rather im 
portant part in the gross value of the output of Russian industry 
were introduced into the economy only after 1928 and it is difficult 
to see how the figuies foi die production of industries which did 
not exist in 1926-27 could have been calculated in terms of tliat 
year’s puces 

The pioduction statistics in many cases were likely to reflect 
the growing output of laige-scale goveinment industries only, and 
an apparent expansion in production meant only that the ai tides m 
question were being manufactured to an increasing extent at laige 
factoiies owned by the government instead of, as formerly, at small 
enterprises, by craftsmen, or at home In such cases the inci eases m 
official production figures did not lepresent accuiately the changes 
in the amounts of the goods available for consumption Finally/ 
data presented by dvffeient but supposedly equally authoi native 
governmental agenaes, covering exactly the same economic acuv 
ities, often varied widely, and attempts were seldom made by these 
agencies to account for or collect these disciepancies For tliese 
leasons, some writers attempt to analyze and evaluate the operauon 
of the Russian economy without making use of many statistics Ou' 
own inclination is to use the statistics, but with leservations an 
piimanly for the purpose of giving a general impression, hoti 
because of the possible unreliability of Russian statistics w genera 
and because our statistics have been obtained from many scattere 
and uncoordinated sources Howevei, the statisucs for industrial 
pioduction would still show a lematkable degiee of piogress me 
a limited peiiod of ume even if they had to be discounted y 
veiy sizable fi action 
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The Quality of Industrial Goods Our statistics foi indusuial pio- 
duction are stated, fm the most part, in terms o£ pliysical quantities 
of commodities, but tlie plans foi industrial output called £oi 
fulfillment in teims of Uic quality of tlic goods, the cfHcienc)* and 
productivity of laboi, the loueung of costs of pioduction, and the 
maintenance of satisfactoiy working conditions and othei standaids 
foi labor, as well as m terms of physical quantities In practice, tlie 
piessure was on the manage! s of Russian industiial enterprises to 
achieve fulfillment in terms of physical quantities of goods, and 
this often resulted in neglect and non-fulfillment in teims of these 
other matters 

Great inacases in the quantities of commodities aie of little 
importance unless the commodities aic of leasonably good quality, 
and in this lespect Russian industry was notoiiously deficient One 
writer contends that defective goods in some cases amounted to 
as mudi as 80 per cent of total output Anotliei says tliat unsal- 
able pioducts amounted to 37 to 50 pei cent of total output in 
speafic industries and up to 80 to 90 per cent foi individual trusts 
and factoiies^* The Russian leaders themselves, in then familiar 
practice of self-CTiticism, complained bitterly about the wretclicd 
quality and vaiicty of manufactured goods, and the Soviet press 
and the reports of governmental agencies were full of aiticisms 
of the quality of industrial products and excessive spoilage and 
Wastage of materials The problem of quality had apparently not 
been solved or nearly solved by 1940, for in tliat yeai a decree was 
isued which held manageis, chief engineers, and heads of divisions 
of technical con&ol definitely responsible for the quality of the 
commodities produced by thcir enterprises Failuie to meet quality 
speafications was made a crime punishable by 5 to 8 years’ im- 
pnsonment ^ 


Productwity and Cost of Production Russian industry also 
tailed to complete die plans ivith lespcct to labor efficiency and 
productivity, and cost of production The Fust Five-Year Plan 
aimed at an increase of 110 per cent m laboi productivity, but. in 

Claimed One critic contended that even this claim was absiud and 


p 200 Oitam We Lo$t New YoiX The John Da) Company. 1940, 
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that the actual net increase m labor productivity was not over 5 
per cent The situation impioved greatly under tlie second plan 
and, according to one source, labor productivity increased by 82 
per cent instead of the planned 63 per cent However, the inaease 
^ labor productivity was still one of the mam objectives ol die 
Third Five-Year Plan, and a further increase of 65 per cent was 
called for The difficulties expenenced with respect to laboi pro 
ductivity and efficiency were indicated by other lesults of Russian 
industiial operation To come even dose to plan fulfillment in 
terms of physical quantities, the number of workers employed in 
industry had to be increased horn 11 3 to 22 8 millions undei the 
First Five-Year Plan, instead of the planned 15 8 millions, and in 
1940, With industrial producuon lagging somewhat, the number of 
workeis in industry had almost reached the planned goal for the 
end of 1942 While the Russian planners were likely to count such 
increases beyond the plans in the numbers of industrial workers as 
evidences of rapid economic pi ogress, they undoubtedly should be 
considered an indication of low labor productivity in view of the 
fact that the plans for industrial output were less than completely 
fulfilled ^ 

The Russian leaders seemed happy to point out that the money 
wages of Russian industrial workers increased well beyond the 
planned amounts in each five-year period, but this development, 
too, IS subject to an unfavorable interpretation That is, one critic 
has suggested that, because of low labor productivity and the 
resulting high costs of finished products, the average money wage 
in industry had to be increased by 150 per cent under the Second 
Five-Year Plan, instead of by the planned 55 per cent, in order that 
the workers might be able to take off the market the goods available 
for their consumption at prices high enough to cover the accounting 
costs of producing them” Much the same thing seemed to be going 
on under the Third Five-Year Plan The original draft of this plan 
called for a 35 per cent increase m average money wages ” Since 
the average wage in industry was 2772 rubles in 1937, this would 
have meant an average wage of 3742 rubles by 1942 Actually, the 

Hi Ibid, p 207 

2* Alexander Baykov, The Development of the Soviet Economic System, p 286 

Hi Ibid, p 290 

*«F Utley, op at, p 201 

” M T rlorinsky, Toward an Understanding of the USSR,p 163 

Russian Economic Notes, Number 6, p 6 
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average money wage m industiy had risen to 4069 rubles by 1940, 
and pioraised to be mucli highei by the end of 1942®” Since the 
puces of finished products aie based m pait on aibitiaiy accounting 
costs for land and capital goods, tl\e low laboi pioductivity could 
have been offset in pait by reducing tlie chaiges for the olhci pio- 
ducuve factors, but appaiently productivity was too low to peimit 
this device to be very effective 

In comparing tlie pioductivity of Russian woikeis ivith that of 
workeis of otlier countries, Biutzkus has pointed out tliat, towaid 
the end of the Fust Five-Year Plan, tlie output of coal in tlie 
Donete region of Russia was 0 61 ton per woikei shift, as compared 
with 1 53 tons in the German Ruhr, 1 2 tons in England, and 4 85 
tons in the United States Pig non produced pei woikei pel month 
m Russia aveiaged 24 tons, as compated with 140 tons in the United 
States, and steel production per woikei per month was 17 tons 
in Russia and 47 tons in Geimany®® Even towaid the end of the 
Second Five-Year Plan, high Russian ofliaals admitted that the pro- 
ductivity of the average Russian worker, opciating with compaiable 
equipment, was only one-fourth to one-half that of the average 
American worker Other estimates have been even less favoiable tp 
the Russian worker With Russian industrial managers under great 


pressuie to complete tlie plans m terms of physical quantities of 
goods, the low producuvity of Russian laboi is supposed to have 
led to widespread violations of labor standards with regard to hours 
of work, rest days, and other matters, as provided by the Labor 
Code and the economic plans We shall look into this matter in 
some detail in connection with our analysis of the status of labor 
in Russia in Chapter 17 

Oepreaation mtd Replacement The results of planned industrial 


operation m terms of physical quantities of goods produced do not 
show what has happened to plant, machinery, and equipment in 
achieving the stated results Obviously, inci easing outputs of physi- 
cal commodities need to be discounted somewhat if they have been 
obtained at the cost of an abnormal increase in the wearing out 
and breaking down of machinery and equipment, and the same is 
true of increases in the productive facilities of industries if adequate 
20 N Vosncscnski, Economic Retullt of the USSR tn 1940 and the Plan of 

mg £sc mC 

!? e reanomte Plannmg in Soviet Russia, p 207 

See* for example, F Urteij, Tfie Dream We Lost, pp 176 176 



196 


COMPARATIVE ECONOMIC SYSTEMS 


provision has not been made for the maintenance and lepair of old 
productive facilities If adequate account of the costs of mainte- 
nance, lepair, and replacement of machinery and equipment is not 
kept in computing; the costs of finished commodities, a furtliei 
element of unreliability is introduced into Russian claims as to 
the results of industrial operation 

It was frequently said that Soviet Russian planners and industrial 
ofiicials were very lax in regard to tliese matteis According to a 
Russian source 

In the plan of capital construction for former years, the amount of 
expenditure for capital repairs was excessively reduced, provision was not 
made for the necessary renewal of worn out parts, and there was a dis 
parity between the expenditure on current and capital repairs Capital 
repairs were "planned” in such a way that repairs were only undertaken 
xvhen the equipment was worn out The funds allocated for capital re- 
pairs were clearly inadequate The amount of amortization devoted to 
capital repaus in previous years was obviously insufficient and did not 
provide for proper renewal of plant According td the fulfillment figures 
of 1937, the wear and tear of industrial plant controlled by tlie Naoonal 
Commissariat of Heavy Industry represented 21 7 per cent of the ongmal 
cost of the plant ** 

The Efficiency of Management It is dear that the blame for any 
shortcomings in the field of industiial operations in Soviet Russia 
cannot be placed entirely on the shoulders of the ordinary workers 
m industry Some of the faults can be traced in part to the economic 
planners themselves, while others were due to the ineffectiveness of 
industrial management In connecuon with management, the prob 
lem was at least in part to discover and provide some force making 
for business efficiency comparable to that furnished under capitalism 
by the competition of piivate interests At one time the planners 
furnished raw materials, building materials, machinery, and equip 
ment to industry at prices below the level of accounting costs as an 
incentive to management, making up the deficit from budgetaiy 
funds Later, an attempt was made to place each industry on a self- 
supporting basis This involved fixing the prices of finished products 
at the level of average cost in the various industries, so tliat the 
gains of some enterprises would make up for the losses of others 
Since 1936, the problem of making each enterprise self-sufficient 
has been under attack In that year, a "director’s fund” was set up 
for eacli firm It was planned to put 4 per cent of planned proti 

82 Planovoe Khoxyatstvo, 1938, Number 5, p 52, md Number 10, pp 



THE ORGANIZATION OT I'RODUCIION 


197 


and 50 per cent o£ unplanned pio&ts into this fund, winch could 
tlien be used foi impioved housing, bonuses, cultural activities, and 
tcdinological improvements Again tlic puipose was to piovidc in- 
centites to efficiency, but tlic director’s fund could not mean mudi 
to those unfoitunatc entci prises whicli could not possibly make 
ends meet 

The Russian planned industrial system seemed to suffer continu- 
ously from a shortage of tiaincd managers In the eaily days of tlie 


Soviet regime, numerous managers, engineers, and othci experts 
were imported ftom other countries because thcic were compara- 
tively few qualified people of these types left over in Russia aftet 
the revolution Nevertheless, in 1929, 48 7 per cent of the positions 
in industry requiring higher technical training and 59 7 per cent 
of the positions requiring secondary technical training were filled 
by people without any special tedinical qualifications, that is, by 
people ivith some practical experience but without any special 
theoretical instruction’s In later times, Russian managcis were 
selected (lom persons specially trained for the work. In many cases 
they were former workers who had shown more understanding and 
mitiauve than the tank and file of their fellows In 1938, about 
half of all factory directors and trust managers in the impoitant 
Ministry of Heavy Industry were individuals under 35 years of 
age Also indicative of the shortage of managers were repoi ts that 
some managers, who had been condemned to execution or long 
terms of imprisonment for ineffiaency and “wiecking," only dis- 
appeared for a month or two and then came back into arculation 


again as managers of other plants in other parts of the country 
Ove^ and Under-Fulfillment of Plans According to Russian 
authorities, the First Five-Year Plan as a whole was fulfilled to the 
extent of 937 per cent, while the Second Five-Year Plan sras 
completely fulfilled However, Uiese estimates were based on the 
values of products in teims of rubles, lather than on physical quan- 
mes of products, and it is clear that fulfillment m terms of rubles 
may be jnerea^ed by rises in the prices of products as well as by 

attempted to compute 
of commndu^^ plan fulfillment in terms of physical quantities 
les on the basis of the statistics presented in Table 2, 


« 8 Economic System, p 161 

w Alexander BayUv op n^pp 168.282 
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the best we could get would be aiound 70 pei cent fulfillment foi 
the First Five-Year Plan and 80 per cent for the Second Five-Year 
Plan Of couise, the results foi the various individual commodities 
should be weighted m some way, and many moie commodities 
should be included in the average, m order to obtain an accuiate 
index of plan fulfillment However, no reasonable system of weight 
mg would produce fulfillment averages of anything like 93 7 oi 100 
per cent and, while our data deal with only a few commodities, 
these commodities aie probably not tlie ones foi whicli productive 
results were least favorable, since the Russian authorities have seen 
fit to give out moie complete data for these goods tlian for otlicis 
We must also remembei that any index of plan fulfillment is of 
necessity an aveiage, and tlieie is serious doubt as to the significance 
of the average in this case That is, it is questionable whether we 
should allow over-fulfillment in one part of tlie plan to cancel 
under-fulfillment in some otlier section, as die process of averaging 
obviously does A fulfillment figure of 150 per cent for automobile 
chassis and one of 50 per cent for automobile tires would produce 
an aveiage fulfillment of 100 per cent, and also many a headache 
foi the planners and the piospective users of the commodities m 
question In spite of a high average level of fulfillment, great 
undei -fulfillment in important individual fields led to delays in the 
development of moie piogiessive branches of industry, die manu- 
factuie of incompletely finished articles, changes in standards, and 
the incomplete utilization of productive faalities elsewheie in the 


economy 

Many factors operated to produce over-fulfillment and undci- 
fulfillment of the Russian economic plans Good and bad weather 
conditions in particular years affected the size of crops, the quan- 
tities of food available lor consuraeis, the quantities of raw materia s 
at tlie disposal of industries, and the quantities of goods available 
for export Other disruptions lesulted from the failuie to 
foreign capital to certain Russian industries as expected, and c 
pressed conditions in foieign markets which limited Russian exports 
or decreased the purchasing power of these expoits in teims o 
industiial goods which the planners hoped to impoit 
emeigencies diverted productive resources from tlieir planned use 
In some cases, the planners changed their policies during 
course of a plan, with verj- serious results horn the point o 
of plan fulfillment For example, the First Five-Year Plan called for 
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an maease in the quanuty of land undei socialized culuvation so 
that at tlie end of the plan some 17 5 per cent of the total cultivated 
area would be in the hands of state or collective fat ms, as compaicd 
with 27 per cent at the beginning of the plan Actually, because of 
a change in poliq', about 78 per cent of the cultivated area was 
socialized widiin the five-year period This lesuli biouglit gicat 
pressme to beai on die industries producing faim madiinery, and 
disrupted the plans for investment, transpoitation, the pioduction 
of coal and ores, and the distribution of the shilled laboi supply In 
fact, some of the gieatest productive establishments acated in tins 
period were not even contemplated in die onginal diaft of the Pirst 
Five-Year Plan 

Finally, over- and under-fulfillment resulted from sheer human 
inability to make accurate estimates in advance as to the results 
whicli could be obtained from the use of given quantities of labor 
and other resources As a result, we found 51 4 per cent fulfillment 
m the production of cotton textiles, 57 4 per cent foi sawn lumber 
and timber, 100 2 per cent for sugar, and 160 3 per cent for freight 
cars" Incidentally, some of the fulfillment figuies were very diffi- 
cult to reconcile widi each other It was not easy to see, for example, 
how machine building could have fulfilled die first plan to die 
extent of 181 2 per cent, when iron ore production, pig-iron pro- 
duction, and steel production readied only 62 9, 62 0, and 507 
per cent, respecuvely, unless some odier lines of production using 
iron and steel were choked off almost completely 
Capital Goods and Consumer^ Goods Our statistics for Russian 
mdustrial production also indicate that mudi greatei success has 
been enjoyed in the production of capital goods dian in the produc- 
tion of consumers’ goods Bare plan fulfillment for each category of 
goods would have resulted m an amazingly great emphasis on the 
production of capital goods, for the Fust and Second Five-Year 
Plans called for the pioduction of about as many capital goods as 
consumers* goods, while the Third Five-Year Plan called for the 
production of 114 5 billion rubles worth of producers’ goods m 
3942 as compaied with 695 billion rubles’ wortli of consumers’ 

ins a output of producers' goods in 1932 reached 

103 4 per cent of the planned estimate, while that of consumers’ 


s«M T 
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Flonnsly, Toward an Understanding of i/ie USSR, pp 159 ifin 
percentages were computed Irom the data presented m Table 2 
flonnsky, op at, p 162 ^ 
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goods reached only 84 9 pei cent At the end of the Second Five- 
Year plan, the output of pioduceis’ goods was 121 3 pei cent of tlie 
planned estimate, while that of consumeis' goods was only 854 
per cent of the planned estimate The planned lesults were favor- 
able from the point of view of the lapid industrialization of tlie 
economy, and the actual results weie even moie favorable, but theie 
IS no doubt that tliey had serious effects on tlie standaids of In mg 
and geneial economic welfare of tlie people The planners deaded 
that rapid industrialization, lather than large immediate inaeases 
in consumers’ goods, was what the people needed, and theie is little 
evidence that tlie wishes of the people in this matter were ever 
really consulted 

Russian Industrial Capacity Even if we concede all the Russian 
claims witli legal d to the results of planned mdustiial opeiation, 
the fact still lemams tliat Russia, in proportion to her area, popula 
tion, and resources, was far hom being an advanced industrial 
country by 1940 In Table 3, we compaie Russian indusuial capac- 
ities in seveial impoitant lines with tliose of the United States m 
1940, and note that Russian pioductive facilities were sometima 
large fi actions of United States pioductive facilities and sometimes 
small fractions, but they weie always fractions Cleaily, Russia had 
a long way to go in her self-appointed task of outstiipping the lead- 
ing capitalistic countiies in mdustiial pioduction 
Conclusion as to Pretvai Results It should not be imagined that 
we have been inventing ciitiasms of the results of planned indus- 
tiial operation in Russia oi that we have been listening only m 
critics who are unfavorably disposed towaid tlie Soviet system, fof 
most of our criticisms weie stated and repeated many times over 
in the Russian press and in the speeclies and writings of Russian 
leaders busily engaged in tlieir practice of entliusiastic self-criticisni. 
Certainly it is necessary to conclude that, as of 1940, Russian eco- 
nomic planning was still in tlie expeumental stage and had much 
still to gain in raatteis of precision and definiteness It was not safe 
to decide that Russia had found as yet the best possible solutions w 
the pioblems of mdustiial pioduction On the othei hand, tlie criti- 
cisms whicli have been diiected at the lesults of planned industrial 
operation in Russia should be considcied only to qualify, and not 
to deny, the undoubted accomplishments and progiess which ncie 
achieved 

an These pcttentagcs wcic computed from the dan piesctitcd in Table 2 
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TABLE 3 

imUSTRIAL PRODUCTIVE FACIUTICS OF SOVIET RUSSIA 
AND THE UNITED STATES 



Reported 

Russian 

United States 


Productwt 

Pndmtae 


Paahttes 

Facilities 

Unit 

m im 

m1940 

Milhous of kilowatts 

81* 

420 

Thousands 

9 6“ 

4012 

MiUion tons 

33 7» 

210 3 

Milhon tons 

6 9‘ 

45 9 

Number 

122 * 

231 

Milhon tons 

15 7 

49 9 

Number 

348 » 

1,200 

Milhon tons 

19 9 

72 6 

Thousands 

24 9 

45 2 

Thousands 

8096 

1,680 5 

Thousand kilometers 

102 5 

618 9 

Thousands 

7678“ 

4,497 6 

Thousands 

157 2“ 

26,915 8 

Milhon kilometers 

16 

147 6“ 

Milhon tons 

82 

43 7 

Million cubic mctcis 

315“ 

85 0 

" 1938 figure 

r 

( 

' 1937 figure 

;r the begmning of the war with Ger- 


Iltm 

1 Electnc power capaaty 

2 Oil wells in operation 

3 Oil refinery capacity 

4 Crachng-plant capacity 

5 Blastfurnaces 

6 Ptg-iron capacity 

7 Steel furnaces 

8 Steel capaaty 

9 Locomotives on hand 

10 Freight cars on hand 

11 Railroad lines 

12 LVucks on hand 

13 Automobiles on hand 

14 Telephone and telegraph Imes 

15 Cement capaaty 

16 Sawimil capaaty 

*1939 figure 

SOURCE Fortune, July, 1941, p 87 


— LUC JlUVaUClO 

From June, 1941, to the end o£ 1942, the part of Russia conquered 
by Germany ivas as large as the eastern and southern portions of 
the United States, including Texas The area contained half of 
Russia’s working coal mines and S7 per cent of her railroad mileage 
It had formerly produced tivo-thirds of Russia’s iron ore, 60 per 
cent of the pig iron, half of the steel, 25 per cent of the marhmps , 
and half of the electnc power*" Other wartime producuve losses, 
as percenuges of 1940 output, were oil 16, steel 55, rolled steel 61, 
ceront 52, timber 36, sawmdl pioducts 55, and papei 40 Half her 
railroad locomotives and 47 pei cent of the freight cars were also 

lost Many people outside of Russia felt that tliese losses would 
soon prove crippling 

nmonal m 

*1 Inlemaltoml Conaltatton, April, 1948, p 264 
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Production Successes But m spite o£ the losses just listed, Russia’s 
war pioduction on the whole was not only maintained but also 
increased According to one estimate, Soviet heavy industry pro 
duced 14 per cent more goods in 1945 than in 1940, but die 
production o£ goods for civilian consumption was at only a little 
more than half the 1940 level The secret of Russia's success in 
war production was the rapid development of the Uial, Sibenan, 
and Central Asian regions The macliines and equipment of many 
factories, including 1300 large industrial plants, were "leapfrogged" 
from western Russia to tliese new regions In prepaiation for such 
a development, machines had been lightly anchoied in place and 
numbered for reassembling They were loaded on cars, sometimes 
hundreds of cars to a factory, and moved hundreds or thousands 
of miles Altogether more than a million carloads of macliines, 
equipment, and materials were moved eastward in the summei and 
fall of 1941 In the new regions, sites had been cleared in leadiness 
or were rapidly cleared Some factory buildings had already been 
constructed, and others were soon erected Sometimes large numbers 
of workers were moved, along with the maclunery and equipment, 
and were housed in hastily constructed barracks 

The Russians had large stock piles of foods and essential ma- 
terials and were also able to rely on local materials in the new 
regions to a considerable extent The Ural legion, for example, 
contains all but four of the known cliemical elements Reliance 
was also placed on intensification of the workers’ efforts, curtailed 
replacements of machinery in nonessential fields of pioduction, 
standardization of products, improvisation, and naming on the job 
Women and young people of both sexes were brought into employ- 
ment, given rapid training, and stimulated by honors and socialist 
competition Housewives were changed into factory workers in two 
weeks’ time Technical training piograms were lapidly extended 
and eventually included about half of all students beyond tlie 
seventh grade 

In comparison with what most people expected, Russian war 
production was truly prodigious Indeed, Russia conducted the 
war against Germany almost enUrely on her own power in 1911 
and 1942 From the beginning of the war tlirough tlie siege of 

<2Hnirj Scliwartz, Rtissia’s Postwar Cconomv, p 10 
*^lhid , p 9 

«E Snou, People on Our Side, p 147 
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Stalingrad, Russia received only about a billion dollars' wth of 
aid frL the United States and Britain, and such^^in 
munitions and supplies did not go far 

other hand, Russia required large amounts of material ass“ ance 
from her Allies in order to diive the enemy out of die country and 
back to the heart of Germany 

The ProbUm of RelMatton Under the circumstances pre^d- 
ina at the time, it was not surprismg that Russia failed to adopt 
a neiv Five-Year Plan in 1943. but instead embarked on a course 
of rehabilitating the devastated areas of the f ^ 

were reconquered Some 1710 toivns and cities, 70,000 village, and 
6 million buildings had been partly or completely ‘destroyed, and 
25 million people had been made homeless About 32,000 factories 
and plants, 217,000 shops and stores, and 65.000 kilometers of rail- 
road track had been ruined, while 15,800 locomotives and 500.000 
freight cars had been destroyed The direct cost of the war was 
estimated at 128 billion dollars and the total cost, direct and 
induect, at 357 billion dollars 

The Fourth Fwe-Year Plan Although the work of rehabilitation 
was only moderately well under way, the Russian leaders were ready 
to embark on a Fourth Five-Year Plan by April, 1946, about a year 
after the end of the war with Germany Like its predecessors, the 
new plan is rather ambitious By 1950, the gross product of industry 
IS to be increased to 205 billion rubles (as compared with 138 
billions in 1940), and the production of food and other consumers’ 
goods is to increase by 17 per cent a year over the period Agricul- 
tural production in 1950 is to he 27 per cent above that of 1940 
New capital investments are to amount to 250 3 billion rubles over 
the &ve years National income will increase, according to the Plan, 
to 177 billion rubles in 1950, as compared with 125 5 billions in 
1940 

Employment in the national economy (government owned and 
operated) in 1950 is to reach 33 5 million workers, an increase of 
6 25 millions in five years Wages on the average are to increase to 
500 rubles per month Labor productivity is to increase by 36 per 
cent over the preivar level, and 70 per cent of the general growth 
of industrial production is to depend on this factor Expenditures 
on education and culture will increase to 106 billion rubles over 


International Labor Remew, January Februiry, 1946, p 71, and Soviet 
Russia Today, May, 1945 , p 15 
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the penod, or 2^4 times the prexvai expenditures, technical schook 
will be expanded to accommodate ] 2 million students; and some 
42 3 billion rubles will be spent for the construction of 72 4 nulhon 
square meteis of new housing (as compared witli 15 5 billion rubles 
and 30 million square meters under the thud plan) Small hydro 
electric stations with an aggiegate capacity of one million kilowatts 
will be constructed for rural elect! ification, over tinec million aaes 
of land Will be leclaimed by inigation or drainage, and ovei 40 
billion rubles will go into the restoration and development of 
railroad transportation 

In Table 4 we present statistics for the actual production of a 
number of important industrial commodities in 1940, 1945, and 
1947 m compaiison with planned estimates for 1942 and 1950 It 
will be noted that the outputs planned for 1950 are uniformly 
above those actually achieved in 1940, though sometimes not by 
very much, but that several outputs planned foi 1950 are well 
below those previously planned for 1942 The 1950 outputs, if 

TABUS 4 


PRODUCnOK OF IMPORTANT INDUSTRIAL COMMODITIES 
SOVIET RUSSIA IN Jm, 1945, AND 1947 IN COMPARISON 
WITH PLANNED ESTIMATES FOR 1942 AND 1950 





1940 

1942 

1945 

194? 

1950 


Item 

Umls 

{actual) (filonnal) {actual) 

{actual) 

[phniui) 

1 

All producers’ 








goods 

Billion rubles 

84 0 

114 5 

96 0 


1370 

2 

Petroleum 

Million tons 

31 0 

540 

18 4 

24 5 

35 4 

3 

Coal 

Million tons 

165 5 

2430 

136 0 

168 0 

250 0 

4 

Electric power 

Billion 








Jnlowatthours 

48 2 

75 0 

400 


820 

5 

Pig iron 

Million tons 

14 9 

22 0 

91 

116 

195 

6 

Steel 

Million tons 

18 3 

28 0 

13 4 

16 6 

25 4 

7 

Rolled steel 

Milbon tons 

131 

21 0 

86 

12 4 

178 

8 

Sawn lumber 

MilUon cubic 







and timber 

meters 

33 8 

450 

318 

39 5 

390 

9 

Tractors 

Thousands 

311 


76 

274 

iiZO 

10 

Autos and 








trucks 

Thousands 

1471 

4000 



50u w 

A rt 

11 

Locomotives 

Thousands 

17 

23 



4 U 

12 

All consumers’ 






/P A 


mods 

Billion rubles 

54 0 

69 5 

31 0 



13 

Cotton textiles Million meters 

4030 

4900 

1616 

2514 

4686 

ICO d 

14 

Woolen textiles Million meters 

124 4 

1770 

570 

98 4 

OiiA A 

15 

Leather shoes 

MilUon pairs 

230 0 

258 0 

60 0 

107 5 

cen Q 

16 

Hosiery 

Milbon pans 

480 0 


83 0 

1842 

Sov V 

A ifi 

«Sot«e( Russia Today, Ma>, 1946. pp 32, 33 nnd December, 1916. pp 

1 9, W 
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aclueved, will represent very large increases over those of 1915 
The emphasis will still be on pioduccis’ goods latlier than con- 
sumers’ goods in 1950, with 137 billion rubles’ u’oitli of tlie former 
and only 68 of tlie latter being produced, according to plan To 
readi these goals, hoivevei, consumers’ goods Will have to show an 
increase in output of 119 per cent over 1945, while only a 43 per 
cent inciease will be required for producers’ goods 
Froductwe Restdts tn 1946 and 1947. In 1946, the fiist year of the 
Touitli Pive-Year Plan, only moderate increases in industrial pio- 
duction were achieved Total civilian production is reported to 
have increased by 20 per cent over 1945, whicli is a lelatively modest 
showing if we remember tliat Soviet industry had been veiy largely 
occupied with war production dunng at least the first half of 
1945 One obstacle to the complev task of reconversion was the 
cumbersomeness and bureaucracy of the industrial organiration 
Loss of time and output resulted from the poor coordination of 
various plants and Ministries, and there were cases in which some 
plants stood idle for lack of maclimcs or materials which other 
plants had available and could not use 
Soviet industry was also hampered in 1946 by a shortage of 
workers, espeaally skilled workers Many of the workers employed 
were new recruits to industrial production and they had to ivork 
with machinery and equipment which were in poor condition be- 
cause of excessive use and inadequate maintenance during the wai 
The rate of labor turnover was excessively high, and labor dis- 
cipline was poor Another factor in the situation was a high level 
of waste, spoilage of materials, and rejected products Finally, the 
construction of new plants and the rebuilding of old ones lagged 
considerably behind the plans This was partly the result of short- 
ages of building materials and labor and partly due to confusion, 
inefficiency of management, and defective planning in the construc- 
tion industry « In spite of all obstacles, however, it was reported 

tliat 13 out of 28 Ministries had fulfilled or exceeded plans for 
the year« 

The situation in industrial production in 1947 was mucli more 
satisfactory Gross output increased by 22 per cent over 1946, 21 
out of 28 All-Union Ministries announced over-fulfillment of the 

Harry Schwartz, Russia's Postwar Economy, p 21 

« ihid , pp 25 27 * 

Soviet Russia Today, November, 1947, p 50 
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annual plans, and industrial production reached the 1940 level in 
the fourth quarter of the year Nevertheless, outputs of 18 out of 
31 individual commodities lagged behind the plans, and there were 
many important commodities for which no reports were available. 
Some of the reported percentages of fulfillment were down m the 
lowei 70’s Housing construction was a particularly soft spot, with 
only about 15 million square meters constiucted in 1946 and 1947 
together, or about the amount needed each year to fulfill the Five 
Year Plan On the whole, It was clear that the production of 
many industrial commodities had a long way to go in a huny if 
plans for 1950 were to be fulfilled. However, whether or not the 
Fourth Five-Year Plan for industry is fulfilled, the Russians aie at 
least entitled to an “E for effort ” 


QUESTIONS 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 


"The organization of production under capitalism is left to private 
individuals for the most part ’’ Explain 

How and why do the governments of capitalistic countries sometimes 
attempt to influence the productive results achieved by tlieir econo 

mies? , 

"Production under socialism would make use of many methods ano 
organizational forms which characterize capitalistic production 
Show whether you agree 

"Under socialism, all types of production would be controlled ana 
operated exclusively by governmental enterprises" Do you agree? 
Explain 

How would the government of a socialistic economy control any 
private or cooperative enterprises and industries which it permitte 


to exist? , 

"Modern socialism would be undesirable because it would invo 

the ownership and operation of all lines of economic activity y ou 

federal government in Washington " Discuss 

Indicate the relationships between trusts, commissariats, adminis 

tions, and plants in Soviet Russian industry pnor to 1939 and point 

out the functions of each of these organizations 

How was the organization of Soviet Russian industrial produ 

dianged after 1939? Explain „™,niza- 

“The position of plant managers in the Russian industrial o g 

non 15 not a very attractive one ” Explain „„„.ntal 

"The ownership and operation of industry by various goiemmenia 


M Soviet Russia Today, June, 1918. p 30 
SI International Conciliation, April, 1948, pp 275 278 
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units m Soviet Russia correspond rather closely to the piospecius 
gi\en out by modern socialists” Show whether you agree 

11 What has been the importance of cooperative and prnaie enter 
prises in SoMCt Russian production? 

12 "According to official Russian statistics, the results of phnned indus 
trial production through 1910 were amazingl) good " E\plain 

13 "There aie several reasons for questioning tlie reliability of Soviet 
Russian statistics on industrial production" Explain 

14 What are the principal criticisms that may be directed at the results 
of planned industrial production m Soviet Russia through 1910? 

15 "Statistics on the physical volume of production do not mean very 
much unless we know something about such matters as laboi 
productivity, cost of production, the quality of the goods, and the 
depreciation of plant and equipment” Explain 

16 “The under-fulfillment and o\ er-fulfillment of \arious phases of the 
plans for industrial production may cancel cacli other in terms ol 
mathematical averages but not in their effects on the economy ” 
Show whether you agree 

17 “The planned production of capital goods in Soviet Russia was much 
more successful than that of consumers’ goods through 1940 " Explain 

18 How would you CTitiaze the claim of Soviet Russian lenders that a 

given Five-Year Plan had been fulfilled to the extent of 937 per 
cent? * 

19 'In view of the grave economic losses that were suffered, industrial 

VA 7 well maintained in Soviet Russia during 

World M'ar II Do you agree? Explain 

20 How was Soviet Russia able to keep industnal production going 

during World War II? p uuuti.un going 

21 Describe and evaluate the goals of Soviet Russia’s Fourth Five Year 


** ShXff''”'”? L" I”'”! 



CHAPTER 8 


THE ORGANIZATION OF 
PRODUCTION 
(Continued) 


The Organization of Pr oduction in Britain 
under Partial Socialism 

The Organization of Nationalized Industries Discussion of the 
oiganization of pioduction in Britain under partial soaalism must 
deal with two subjects — the nationalized industiies and tlie rest of 
the economy Among the formei industiies, the coal industry JS 
operated by a single publicly oivned and publicly financed agency, 
the nine-man National Coal Board appointed by the Ministei of 
Fuel and Power The Board is, of course, ulnmately responsible 
to the Minister, who is in turn responsible to Parliament The 
Minister is empowered to give the Board directions of a general 
character with regard to matters of high policy which affect the 
national interest, and must appiove the Board’s plans for major 
capital expenditures and foi education, training, and research He 
has full powers of investigation and securing necessary infoiraation, 
and will appoint auditors for the Board’s accounts, review the 
accounts, and lay them before Parliament Undei the National Coal 
Board, tlie detailed operation of the mines is delegated to a number 
of Regional Coal Boards 

In the case of the Bank of England, the entire capital stock of 
the Bank was transferred to a nominee of tlie Treasury, so the 
Bank continues to operkte as a corporation under public owner- 
ship The appointment of the Court of Directors, consisting of the 
Governor, Deputy Governor, and 16 Diiectors, has become the 
prerogative of the King, acting on the advice of his Government 

208 
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nated, and economical system of electricity supply foi all parts of 
Great Britain except the area covered by the North of Scotland 
Hydro-Electric Board Theie aie 14 Area Boards which supply 
electricity to die consumeis within Uieir regions The Central Au 
thoiity will coordinate the policies of the Area Boaids and e\etcisc 
a consideiable amount of finanaal control ovei them There imH 
be a consultative Council widiin each area to lepresent tlie intcicsts 
of consumers, oiganizations, and peisons inteiested in die develop- 
ment of electricity sei vices widiin the aiea 
In general then, die lines of authoiity in connection with tlie 
nationalized industries seem to run fiom the Pailiament thiough 
the Cabinet, individual Ministers, and cential agencies of some 
kind, down to lower agencies whicli actually manage the industiics 
and plants and aie assisted by ifarious advisory boards and councils 
Natuially, m such an organuauon, much concern is felt ovei the 
prospective efficiency of die nationalized industries The Labor 
Government is confident that effiaency will be attained The ac- 
counts of public industries aie to be kept in the same fashion as 
diose of piivate industries and will be subjected to careful scniuny 
It IS hoped that a tiue picture of costs will be obtained, whether 
or not these costs will be covered by receipts from operations The 
goveinment is also counting on better iclations with laboi as a 
force making foi efficiency Workers will be free to strike, and 
collective bargaining will continue as before, but, since national- 
ization of key industries has been a trade union objective for many 
yeais, it is hoped that the workers will be imbued with a oetci- 
mination to make it succeed Whether these hopes will be realized 


in piacticc lemains to be seen 

Govetmnental Control of Private Industries Apart from these 
nationalized inclusmes, economic activity in Britain is supposed w 
be organized and opciated in the usual capitalistic fashion hu^ 
within the framework of die gencial plans set ujj by the Cabinet 
and the Economic Planning Board Businesses aie to be free to 
oiganize in any of the tiaditional forms, they mnj be small, 
medium, or laige in size, and may make their derisions on tht 
usual capitalistic bases However, the actual situation is qu'^ 
different, and piivate industries and businesses are subject lo de- 
tailed goveinmental regulations and controls in jiractically all ihcit 


acliv ities 

The goveinment has wide powers to encourage the dcvclopmtn 
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of a vaiiety of industries in aieas which have sometimes been 
depressed in die past because they were dependent on single indus- 
tries Through the Minisuy of Town and Ctountiy Planning, it 
frames and executes a national policy for die use of land, including 
Its distribution among industiial, agncultural, lesidential, and 
recieational uses It has control ovei industrial, residential, and 
public construction, and can turn on or shut oil consti action at 
will, eidier as a whole or in paiticular branches Permits are 
required for building, for all repairs ovei a very low limit, and for 
the purchase of building mateiials The Ministry of Woiks has the 
task of cooidinatmg all building plans to insure that the supply of 
budding materials is adequate and that the right pnoiities are 
maintained 

The government controls the kinds and quantities of goods to be 
produced by industry, though by indirect radiei than direct 
methods It has contiol over credit and investment policy and over 
all new access to the capital market, being able to establish piioi- 
ities that It deems essential to the national interest It allocates and 


rations materials and supplies among industries and businesses It 
can keep people from accepting jobs in nonessential fields, furnish 
them With opportunities for employment in essential industiies, 
and even direct them into jobs m the latter areas By furnishing 
or withholding credit, capital goods, mateiials and supplies, and 
labor, the government is able to control the kinds and quantities 
of goods which firms and industnes will produce, and even induce 
them to agree to produce desired amounts of "utility goods" (goods 
of standard design but adequate quality, designed to meet essential 
needs, and sold at low, fixed pnera, without purchase tax) As a 
last resort the government can even leplace the inefficient managers 
or hms and industnes with governmental nominees 
The government controls the uses and prices of foreign exchange, 
recipients of foreign exchange and specified currenaes 
0 set! them to the Exchange Control The import or export of 
” forbidden, except under rare conditions The 
^mnment has extensive control over imports and exports Many 

Sd materials, are bulk-pur’^ 

iT ’’’ g^emmemal repraoitaum Other item, 

p by the government, and exphat targets for each 
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industry and eadt section of eadi industi y are established Coniioi 
of die expoits of individual firms and die direction of dieir esfioits 
to specific destinations are accomplished b) the manipulation of 
building, equipment, and raw mateual licenses, and supplies of 
laboi, lather than by direct oidcrs 

The government regulates die oops which farmas may grow 
and die pioductive methods they may employ It monopohres tlic 
purchase of most homc-giown food supplies Foi “bad hiisbandrj," 
It can evict tenant farmers and order ownei-ocaipicn to quit their 
farms and turn tlicm over to poisons appioied b) the Jlmistei of 
Agricultuie It can eien require faim owners to sell their farms 
to the government if the Ministei is satisfied that the farms arc not 
being satisfactoiily managed The government contiols the prices 
of a consideiable numbei of economic goods, and rations man) 
scarce consumers’ goods and sciMces among the emrens Under all 
diesc conditions, it is small wonder that, when the Dcpiii) Prime 
Minisiei told a press conference in August, 1917, that England is 
still a free country, the proceedings weie intemiptcd for mo 
minutes by laughter ^ 

Uecent Results tn Industrial Production Lca\ mg other aspertf of 
the economy for discussion in later diaptcrs, ivc ma) close the 
present section with a tew comments on industiial production m 
Biitain in 1917 and die taigcts for industrial production m 1**’^ 
On the whole mdustiial pioducuon ina cased considciably m l*lb 
and towaid ilic end of die ycai was well nbosc the 1938 or prevar 
lc\cl in niaiiv hues In laic 1917, the output of clcctucits wi' 
running about 71 per cent aboic the 1938 Icscl Compilable piJ^' 
centages were io for raion and n>lon yarn, 30 foi sulphuitc acid- 
105 foi superphosphate. dO foi freight cars, 425 for agricultumf 
tiactois. 63 foi motoi trucks, 91 for meichani shipbuilding .md 
27 for cement Osci the whole year, steel production was alwnt 
35 pel cent grcalci than in 1938- 

However, tlieic weic some soft spots in the British mdintri.’ 
sitii.uiDn in 19J7. The coil industn, bdl-wcthci of the Brit"' 
iiidusiiiaf flock, produced about 13 per cent less in I'd? ihni 
193S, in spite of some nicrtasc m us labor foict and oiiil'iit 
worker .md some de'cie.i'e in ab'cntecism Ijie in 1917, aiiioinoln ‘ 

'Tt. CI.'Cc;o ri;li. >’<■, Stl«cwler N miT 

rS'-'ft re o I ffitai' V.* lort TtiifOi ni s-.nis 

I-p 7 16 
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production was lunning about 8 pei cent below the 1938 level 
Compaiable percentages were 37 for cotton yarn, 46 foi cotton 
doth, 17 for woisted yarn, 30 fox building bucks, and 58 for loofing 
slate® And, of course, industnal production as a whole was not 
nearly sufficient to satisfy the demands of Biitisli consumeis and 
piovide tlie volume of exports xvhich was necessary if die count! y’s 
trade xvere to be brought in balance 
The taigets for industiial production which weie set up for 1948 
provided in general for reasonable increases in output over 1917. 
Coal production was to increase from 197 to 211 million tons In 
coal mining madiinery, 1400 coal cutters were to be pioduced in- 
stead of 1172, some 250 powei loaders instead of 109, and 4700 
conveyors instead of 2666 Steel output was to increase horn 12 7 
to 14 imllion tons, cotton yam output from 740 to 900 million 
pounds, worsted yarn from 154 to 190 million pounds, woolen and 
xvorsted doth fiom 233 to 290 million yards, rayon {continuous 
filament) from 119 to 150 million pounds, rayon (staple fiber) from 
82 to 105 million pounds, and tankers completed fiom 120 to 175 
thousand gross tons^ Nevcithcless, the leaders of the Laboi Govern- 
ment regarded 1948 as a yeai of transition, with die pioblems of 
industrial pioduction far fiom completely solved 


The Organization of Production under Fascism 

The Formation of Category Corporations in Italy Italy and Ger- 
many, m operating then fasast economic systems, had to devise xvays 
and means of achieving rather complete governmental control over 
production m spite of the fact that the producuve enterprises in 
remained, for the most part, privately owned and 
S T organizations for con- 

fm tfiough die legal basis 

tor them had been provided in 1926 In 1934, 22 so-caUed category 

weieTTr"”^ established by decree The category corporat!o2 

CorporaTions repLnting 

randies of economic activity which involve agricultural industrial 
ing inaustrial and comma cial operations only III 

* tbid , pp 7 16 

pp 36, ’^ 37 “'^ London His Majcsl) s Stationer) Office. 1948. 
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Corpoiations representing enterpiises established for the perform 
ance of services ” ® The first of these gioups included oiiginally 
eight coiporations, namely those of giains, vegetable, flowei and 
fruit growing, viticulture and wine production, edible oils, sugar 
beets and sugar, animal husbandry and fishing, wood and wood 
pioducts, and textile products In the second group were the cor- 
porations of building and constiuction, metallurgy and machineiy, 
clothing industry, glass and ceramics, chemical industries, paper 
and punting, extractive industries, and water, gas, and elecuicity 
The service group contained the corporations of professions and 
arts, internal communications, sea and air transpoitation, touiist 
and hotel trade, credit and insurance, and tlieater and public enta- 
tainment « 


These category corpoiations were reorganized to a slight extent 
in 1938 By a process of consolidation, the numbei of corporauons 
in the first group was i educed from eight to six (cereals, horticul- 
ture, wines and edible oils, animal husbandly and fishing, wood and 
wood products, and textile products) The number of corporations 
in the second group was increased from eight to ten by setting up 
separate corporations for metallurgy and machineiy (whicli were 
formerly covered by a single corporation) and by splitting the coi- 
poration for extractive industries into corporations for (1) hquid 
fuels and (2) mining and quarrying The corpoiations in the third 
group were left unchanged Thus the category corporations, lihe the 
Russian Ministries, seemed to be set up on an experimental basis 


and were subject to occasional revision 

The Nature of the Category Corporatioiis It should be empha- 
sized that the establishment of the category corporations did not 
mean a fundamental reorganization of Italian production The cate- 
gory corporations were merely governmental control agencies super- 
imposed upon the old organization of production, which opeiat 
as befoie on the basis of single entei prises, partnerships, corpora 
tions, cartels, and combinations The categoiy corporations, unli e 
ordinary corporations, were not business enterpiises, and they oi 
not produce any commodities oi services They did not own an 
operate the underlying enterprises, and then control over tliesc 
enterprises developed only gradually tlirough time Thus, to con 


sW G IVelk, Tascist Zconomtc Policy, p 108 Reprinted by pcrniis'ion of 
the President ind Tellows of Harvard College 
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sider a single e\aniple, the category coi potation of the clothing 
.industry consisted of “a piesident and 49 members, including rep- 
resentatives ol the Fascist Paity (3), Clothing Industiy (3 employ- 
ers’, S woikeis’), Fur Indusuv (1 employeis’, 1 workeis’), Hat 
Manufacture (1 employeis’, 1 woikers’). Boot and Shoe and Leathei- 
-'Novelty Industry (2 employeis’, 2 wotkeis’), Glove Manufactuie 
(1 employers’, 1 woikers’). Manufacture of Rubbei Goods used in 
the Clothing Industry (1 employeis’, 1 workers’), Knit Goods and 
Hosiery Manufacture (2 employeis’, 2 woikeis’). Lace, Embioideiy, 
and Ribbon, Elastic Fabric, and Tiimmings Manufacture (2 em- 
ployeis’, 2 workers’), Button Industiy (2 employeis’, 2 workeis’). 
Miscellaneous Clothing Accessoiies (1 employeis’, 1 woikeis'). Um- 
brella Manufacture (1 employers’, 1 workeis’), Trade in products 
named above (4 employers’, 4 workers'). Artisans (3), Aitists (1) 
The numbei of employers’ representauves includes two icpiesenta- 
tives of business executives, one for industry and one for com- 
merce” I In similar fashion, each of the other 21 category corpoia- 
tions included a president and from 15 to 68 members 
The Functions of the Category Corporations The functions of tlie 
category corporations were not very important at fiist They were to 
furnish the government with informauon and advice on economic 


matters within their particulai Helds of interest, attempt through 
their conciliation boards to settle labor disputes which could not be 
disposed of by collective negotiations between employeis’ and em- 
ployees’ organizations, and help to prepare detailed plans for na- 
tional economic self-suffiaency witlim their respective fields Duiing 
these early days, the category corporations operated more or less 
like the business pressure groups which exist in capitalistic coun- 
mes They would recommend the development of uniform market 
stanoar J for particular commodities, additional aid for the export 
a e, the promotion of Italian dress fashions, the use of Itahan- 

competitive impoits, 

commodmes, marketing 
plans, and other similar plans ° 

tel™ b.g,„ develop 

^ ^Portant function-that of drawing up 

Cnlr? ’•eg^lations governing the economic condua of 
their underlying firms and enterprises In the short space of 3 or 1 

hIS'cohJJ pemission o£ the President and Fellows of 
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years, these groups of rules and regulations came to cover such 
matters as tlie specification of fair and unfaii competitive practices 
on the part of the individual firms, the control of puces, the prohi 
bition of sales below “cost,” production control, maiketing control, 
limitations on the number of houis per week which pioductive 
facilities were allowed to operate in paiticular industiies, and re 
strictions on the entry of nexv firms and the expansion of the pro 
ductive facilities of old films in individual lines of production After 
being appioved by higher authorities, these groups of rules and 
regulations drawn up by the category corporations were binding 
with the force of law on all the individual firms and enterprises 
under the supervision of the corpoiations Thus, these groups of 
rules and regulations bore a strong family resemblance to the 
“codes of fan competition” which graced the American economic 
scene from 1933 to 1935 undei the auspices of the National Indus 
trial Recovery Act and the National Recovery Administration 
Since the groups of rules and regulations were binding on the m 
dividual firms, and since they had to be approved by higher au 
tliorities, composed of leading Fascists, before becoming effective, 
It is clear that they constituted a vehicle by means of xvhich the 
Fascist leaders and government could impose almost any kind or 
degree of control desired upon the productive activities of the m 
dividual firms and entei prises which were subsidiaiy to the category 
corporations Actually, however, governmental control over produc- 
tive activities was far from complete prior to the beginning of 
World War II 


The National Council of Corporations The 22 category corpora- 
tions were at least nominally under the supervision of tlie Nationa 
Council of Corporations which, after its reorganization in 1930, tv*’’® 
intended to be the chief agency of economic cooidination and con 
trol in the Fascist system — a kind of economic "general staff’ 
sides discussing all important matteis of economic policy faced by 
the economy, it was to deal with problems such as “the organiza- 
tion of the syndical system, the national and legional coordination 
of employment, the adjustment of collective labor relations, an 
the formulation of rules for the coordination of the economic re 
lations between the various branches of the nation’s productive 
organism ” ® The groups of rules and regulations adopted by tn 

8/6rrf, p 143 Reprinted by permission of the President and rdloivs 
Hirvird College 
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vauous category coi potations were to be subject to its approval In 
actual piactice, the National Council of Corpoiations proved too 
large and unwieldy foi the funcuons assigned to it, and its activities 
were limited to discussing and passing lesolutions of a very general 
nature 

Most of tlie work of the National Counal of Corpoiations was 
done by a smaller group known as the Central Coijioiate Com- 
mittee, which was given the power to function in the place of the 
National Council in the intervals bettveen its meetings The Central 
Corporate Committee was composed of tlie Ministers of Corpora- 
tions, Interior, Justice, Finance, National Education, Public Works, 
Communications, and Agiiculture and Forests, the secretary geneial 
of the Fascist Party, other high Party offiaals and rejircsentatives of 
the Party in the category coiporations, the presidents of the nine 
Fascist confederations (organizations of employers and of em- 
ployees), the president of the National Institute of Cooperatives, 
high officials of the category coipoiations, and the secietary-general 
of the National Council of Coiporations The Central Corporate 
Committee actually approved the groups of rules and legulations 
adopted by the category corpoiations 

The Ministry of Corporations At the head of the control organ- 
izations was tlie Ministiy of Corjjorations, one of the departments 
of the Italian government 

The ministry is entrusted with such tasks as the approval of the by laivs 
and the legal recognition of individual syndical associations [organizations 
of employers and of employees], the confirmation in office of all syndical 
offiaals, the supervision of the general activities and the financial admin- 
istration of all syndical associations; the dismissal of syndical officials and 
the appointment of government commissioners for the reorganization of 
syndical associations, the determination of the amounts and die distribu- 
tion of compulsory syndical dues, the drafting of labor and social security 
legislation, the registration of collective labor agreements and the arbi- 
tration of collective labor disputes, the planning and direction of the 
work of the individual corporations, the National Council of Corpora- 
tions and the Central Corporate Committee, in each of which the 
Minister of Corporations is ev officio chairman, and the exertion of such 
persuasion and informal political pressure as may be necessary to insure 
collaboration of individual groups of workers or employers with the 
goiernment The ministry also supervises governmental unem'ployment 
exchanges, soaal insurance and soaal welfare oi^anizitions, and co- 
operatne societies, collects and elaborates statistical information on ones- 
ions of production and labor, edits several offiaal periodical publications. 
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and carries out such activities of the former Ministiy of National Econ 
omy as registration of patents and copyrights, inspection of factories, 
control of weights and measures, supervision of state and private insut 
ance concerns, etc® 

It was in the Ministry of Corporations that some degiee of economic 
planning was earned on by some method or other 
The Estate of Industry and Trade tn Geimany The National 
Socialists had been in power in Geimany only about a yeai when 
their official organizations for controlling production were set up 
late m February, 1934 The control organizations in the field of 
industry and trade were placed under what was called the Estate of 
Industry and Trade One of tlie top organizations in the Estate n'as 
the National Economic Chamber, which was composed of the seven 
National Gioups into which the field of industry and trade was 
divided, the Provincial Economic Chambers, the local Chamfaeis of 
Industry and Comma ce, and the local Chambers of Handicrafts 
The Minister of Economic Allans appointed the director or leader 
of the National Economic Chamber and liis deputies, and con 
trolled the legal status of the Chamber The leader of the Chamber 
was assisted by an advisory council composed of the leader of ihc 
Cooperative Council of Chambeis of Industry and Commerce, 
the directors of the National Gioups (and main groups in die field 
of industry and trade), directois of the Provincial Economic Cham 
hers, four representatives of transportation, representatives of the 
Reich Food (Agricultural) Estate, representatives of the municipah 
ties, and industrialists appointed by the Minister of Economic 
Affairs Alongside the National Economic Chamber was found the 
Cooperative Council (or Working Community) of Chambers o 
Industry and Commerce, whidi was made up of the local Chambers ^ 
of Industry and Commerce which were scattered over the country 
The Group Organizations Under the auspices of the Nations 
Economic Chamber, the general field of German industiy and tra e 
was divided into a number of types of "gioup” organizations ^ 
the first place, there were seven National Groups of industry an 
trade — namely, Indusuy, Trade, Banking, Insurance, Power, Tour 
1 st Industry, and Handicrafts The National Group of Industry svas 
further divided into seven Mam Groups (1) Mining, hou 

p 142 Reprinted by permission of the President and Tellows o 
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Other Metal Ore Pioduction, (2) Machme-Building, Teclinical, 
Optical, and Fine Mechanical Industries, (3) lion, Plate, and Metal 
Wares, (4) Stone and Earth, Wood, Building, Glass, and Ceramics 
Industiies, 5) Chemicals, Teclinical Oils and Fats, Paper and Paper- 
making, (6) Leather, Textiles, and Clodiing, (7) Food-Products In- 
dusuies Ilie other six National Groups weie not divided into 
Mam Gioups, but all seven National Gioups had othei subsidiaiy 
organizations The National Group of Handiaafts was divided into 
so Nauonal Guild Associations, while the other six National Gioups 
were divided into some 46 Economic Groups, 328 Bianch Groups, 
and 327 Sub-Branch Groups 

By way of illustration, we may point out that, under tlie National 
Group of Industry, one Main Group was Mining, Iron and Othei 
Metal Ore Production, under tins Mam Group, Economic Gioup A 
was Mining proper, and, under the Economic Group of Mining, 
there were Branch Groups, such as coal mining, lignite mining, 
iron-ore mining, and others Under the National Gioup of Trade, 
Economic Group B consisted of Retail Trade, which m turn was 
divided into numerous Brandi Groups, such as Tobacco Retailers, 
Shoe Retailers, Retailers of Musical Goods, Paper Retailers, and 
many others Again, under the National Group of Banking, Eco- 
nomic Group E had to do with Credit Cooperatives, and was 
divided into Branch Groups of Agricultural Credit Coopeiatives 
and Industrial Credit Cooperatives “ 

The ProvmcKd Organizations Germany was, of course, divided 
into a number of geographical provinces Each of the various Eco- 
nomic Groups, Branch Groups, and Sub-Branch Gioups was allowed 
to organize itself into as many of these provinces as seemed desir- 
able In addition there were provincial guild organizations, which 
were under the National Guild Assoaations and the National 
^roup of Handicrafts All the piovincially organized groups and 
provincial guild assoaations, together with the local Chambers ot 

Provincial Eco- 

Econl^^ri. "I ^3 in all The Provincial 

ChaSr ” National Economic 

Chamb/r , of each Provincial Economic 

was ordinarily the Chairman of tlie local Chamber of 

rady. Tht Spmt and St.ucture of GerZn Tasctsm, pp 301, 302 
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Industry and Commerce o£ the city m which the Provmaal Eco 
nomic Chamber was located 

The Local Organizations. At the bottom of the heap, there were 
100 local Cliambers of Industry and Commerce, 70 Chambers of 
Handicrafts, and a numbei of Guilds and local organizations of 
the higher “groups ” The German industrialists, business men, and 
handiciaft producers belonged directly to the appiopiiate local 
organizations, and indirectly to the appropriate higher groups or 
handicraft organizations Ordinary workers were not represented 
in any of these groups of industrialists and business men, but the 
employer groups in general were represented directly or indirectly 
in the Laboi Front 

The Organization of Transportation It was originally planned to 
bring all transportation agencies under the Estate of Industry and 
Trade, but eventually a separate organization, the Estate of Trans 
portation, was set up for these agencies, presumably because some 
80 per cent of the transportation enterprises were owned by 
governmental units, which made the problems of control somewhat 
different from those in the general field of industry and trade The 
Estate of Transportation was divided into seven functional groups 
— sea-going shipping, inland shipping, motor transport, caniei serv 
ices, rail vehicles, forwarding agencies, and auxiliary transport 
services The Minister of Transport was the head of the Estate o 
Transpoi tation, and he was advised and assisted by a Nationa 
Transpoi t Counal composed of the leaders of the seven functiona 
groups, representatives of the Reich Railway Office, Post Office, an 
Air Traffic, the General Inspector of Roads, and repiesentatives o 
the Reicli Food Estate, the Estate of Industry and Trade, tlie Cham 
her of Culture, the Labor Front, and the municipalities As we have 
seen, the Estate of TransportaUon had representatives on the a 
visory council of the leader of the National Economic Chamber. 

Such was the complexity of tlie original National 
gamzations for the controlling of productive activities in 
man economy When it is lemembered that all these organiza 
were superimposed upon the ordinal y capitalistic 
production m terms of single enterpnses, partnerships, ^ 

combinations, and cartels, we see why it was that the 
capacity for organization exated the wonder, though no 
admiration, of the lest of the world 
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TJte Funchomng of the Control Orgam»,t,ons though we have 
.jammed the natme of the orgam?ations originally set up by the 
National Socialists in die geneial field of pioduction. have n 
seen how these oiganirations operated pnoi to die peiiod of acme 
preparation for Woild Wai II On diis subject there were signifi- 
cant diffeiences of opinion among vaiious outside inteipieteis o 
the National Socialist regime According to one school of though , 
die enure set-up was under the domination and conuol of Gerinan 
industrialists and business men, with the goveinment merely under- 
ivriung the acket as piepared by private interests Other writers, 
after studying die same oiganizations and their functioning, leached 
the anudietical conclusion diat German industnahsts and business 
men not only did not dominate and control the entire economic 
situation but also were meie tools oi pawns of die state 
Still odier writers, after studying the same organizations and dieir 
functioning, readied die perhaps moie leasonable conclusion that a 
considerable amount of power and contiol was enjoyed by both 
business men and indusuialists, on the one hand, and by die govern- 
ment on the other Sweezy said 


The law does not give an exact definition of the functions of the 
individual oiganizations but transfers the functions and powers of the 
fonner business assoaations to tlie new units Any attempt to make 
clear cut divisions between the functions of these various formations 
would be attributing to them a definiteness which does not exist m the 
law The machinery that is thus set up to supervise industry and 
trade can be used to achieve almost any purpose so far as the formal 
provisions are concerned There are no longer any formal obstacles, m 
view of the leadership principle, to controlling the business man lock, 
stock, and baiiel should the Minister of Economic Affairs sec fit to do 
so By the same token there is nothing to prevent the business men from 
doing exactly as they please if they have any means for coniiolhng the 
controllers The tacts of the case probably represent a compromise be 
tween these ttvo extremes 


A somewhat similar opinion is expressed by Reimann, who says 

A superfiaal observer might easily claim that such a regime does not dif- 
fer fundamentally from liberal capitalism, some governmental forms have 
changed perhaps, but the rdle and position of the capitalist or business- 
man have temimed what they were before Money still rules the world- 
democratic or fascist Such a conclusion would be just as false or incom- 
plete as the opposite one, suggested m recent literature, that fascism is 

Y Sweezy, Tlic Structure of the Naa Economy, pp 41 43 Repnmed by 
permission of the President and rdlows of Hirvird College 
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a new brand of feudalism in which the pnvate capitalist has become 
merely the tool of the state — ^vhere absolute power has entirely taken 
the place of money power 

While power was nominally in the hands of governmental agen 
cies and officials, business men used biibes, both direct and indiiect, 
as the means of getting things done in Germany Sometimes bribes 
were paid directly to Party men and sometimes indirectly through 
"legal advisers" or “contact men” who knew how to obtain con 
cessions As a matter of fact, the racket seemed to work both ways 
Business men bribed and influenced Party officials and leaders, and 
the latter put the bite on business men Business men, of course, 
did not always get exactly what they paid for, but it is well known 
that many Party officials achieved an amazing degiee of economic 
success 


Laws and decrees are issued by the State according to immediate needs 
and emergencies Officials, trained only to obey orders, have neither the 
desire, the equipment, nor the vision to modify rulings to suit individuw 
situations The state bureaucrats, therefore, apply these laws rigidly ana 
mechanically mthout regard for the vital interests of essential parts o 
the national economy Their only incentive to modify tlie letter of the 
law IS in bribes from business men, who for their part use bnbery a* 
their only means of obtaining relief from a rigidity which they 6" 
crippling So does conuption become a liberative force under fascism! 


At the absolute top, of course, the leaders of the Party and go'' 
ernment were supreme, in the sense that no business men were big 
enough to pievaii against Hitler and his immediate associates T i® 
IS not to say, however, that big business men had no influence 
with the National Soaalist leaders 
Business men were unable to handle all their necessary dealing* 
with the government in person, so they employed legal advisers or 
contact men 

Formerly the purchasing agent and the salesmanager 
most important members of a business organization Today the , 
has shifted and a cunous new business aide, a sort of not 

between" and public-relations counsel is now all-important His jo ^ 
the least interesting outgrowth of the Nan economic system— is ? 
tain good personal relations swth officials in the Economic M 

i« G Reimann, The Vampire economy New York The Vanguard Prew, 1 
p 28 Repnnted by permission of the publishers 
mibid, p 42 Repunted by permission of the publishers 
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where he is an almost daily caller, he studies nil the new regulations and 
decrees, knows how to interpret them in relation to Ins p.iiticiilar firm, 
and IS able to guess at what niaj be pci muted oi lorbiddcn In other 
words. It IS his business to know how- far one can go without being 
taught He also develops special knowledge on how to camouflage piivate 
interests so tint they appeal to be '‘interests of the comniunitj" oi of 
the state He knows how urgent the demand of a State dcpartniciU oi 
institution for a ccrnin article may be and the effect of possible dch)s 
in delivery, and tlicrcforc. whether it will be possible to obtain a higher 
price or a bonus for speedy delivery Such a contact nnn knows whether, 
when and how it is possible to obtain a specnl urgency ccrlificuc for 
a certain article and when to comphin about the refusal of such a 
certificate He also knows when to be snisfied with an ordinary ccilifi* 
cate w 

The contact man knew which governmental officials were devoted 
Party men, and which were just oidinary ainiy men, old fighters, 
or conservatives A good contact man was indispensable even to a 
loyal Aryan firm 

With regard to the speaftc functioning of the individual oi- 
gamzations fot the control of pioduction, it may be said that actual 
pohaes and programs were formulated by the Minister of Eco- 
nomic Affairs and lus advisers The powcis of the Mmistci of 
Economic Affairs extended thiough the leader of the National Eco- 
nomic Chamber down through all the functional and regional oi- 
gamzations He had complete control over all nominations fot office, 
deputy officers, council members, and the Icadcis of all the various 
groups He lemovcd officers at his discretion, made investigations, 
obtained reports, called meetings, and supervised the finances and 
conduct of all tlie control organizations He had the power to de- 
termine whether cartel agreements oi individual decisions were 
unfair, he could require outside firms to join a cartel if it seemed 
that market regulation by voluntary agreements were being de- 
feated by too strong an emphasis of individual over collective inter- 
ests. and could forbid the establishment of new enterprises and the 
expansion of existing establishments 
The programs and groups of regulations were enfoiced by means 
of the Cooperative Council of Chambers of Industry and Commerce 
and the local Chambeis of Industry and Commerce These pohey- 
enforemg organizations had the task of keeping the indivtdui 

Ibid , pp 44 « Reprinted by penmssion oE The Vanguard Press, New York 
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enterprise! s and business men in line The local Chambers of In 
dustry and Commerce were set up as public corporations They weie 
legnl lepresentatives of the state and could levy taxes on their mem- 
bers All the various Gioups (National, Main, Economic, and 
Branch), the Provincial Economic Chambers, and the National 
Economic Chamber would examine and discuss programs and 
policies, take positions, form opinions, and give advice to the 
higher authoiities The various Groups and Chambeis seemed to 
have no leal power and authority They were merely policy-debating 
and opinion-shaping organizations The individual business men 
and industrialists wielded their influence, as previously suggested, 
primarily by “reaching'' tlie high leadeis and offlcials of party and 
government either before or after policies had been formed and 
controls had been set up 

Late^ Additions to the Nazi Organizations for the Control of Pro 
duction As time went on, the power of the German government 
to contiol the productive activities of the economy was inci eased by 
the development of new organizations The Second Four-Year Plan 
(largely for national economic self-sufficiency) was set in operation 
in 1937 with Goering and a small group of advisers at its head 
Before long, there was quite a little overlapping and duplication be 
tween the activities of the leaders of the Second Four-Year Plan and 
those of the Ministry of Economic Affairs, and this led to a reor- 
ganization of the Ministry In December, 1937, Goering announced 
tlie appointment of some 20 important executives and engineers as 
"leaders of defense industries” in aviation and it was disclosed that 
about the same thing had already been done for the munitions and 
shipbuilding industries In 1938, special commissars or leadeis were 
appointed for tlie construction, machine building, and automobile 
industries, and the same thing was done for the power industry m 
1939 The functions of these leaders had to do with lationahzation, 
extensions of capaaty, and deteimination of piioiities for these 
industries 

When World War II began ui 1939, Hitler appointed a Connal 
for National Defense, headed by the ever present Goering, with wi e 
powers to control economic activities in the interests of the wat 
effort The Council earned on its work thiough regional defense 
commissars, provincial food and lumber bureaus, district econotm 
offices, special commissioners to help out with the work * 
Chambers of Commerce, and local food and economic offices ^ 
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go\ertunent decreed itself the power to conscript the productiie 
faalities and raw matctials of private enterpiises and to require 
sudi enterpiises to merge for pui poses of pooling patents, erecting 
new plants, inaeasing expoits, and ina easing clTiciency in general. 
Vaiious associations of business men under the Estate of Industiy 
and Trade and othei Estates wcie requiied to exact contiibutions 
from then members to a cate funds witJi whicli to pay lent, inteiest, 
and dcpieaation charges of plants and factories which weic com- 
pelled to close in the interests of the wai effort 
The Council for National Defense was superseded early in 1940 
by a new group, sometimes called tlie General Council for the Wai 
Economy, also headed by Goeiing The new Counal was given 
complete centralized contiol over all economic activities of the na- 


tion, including die affairs of private business, the war depaitment, 
and the goveinment The Ministet of Economic Affans, who was 
formerly die head of all the oigamzations for the contiol of pro- 
duction, was definitely made subordinate to die new Council Under 
Goering and the Council, die chief administrative agencies seemed 
to be the Four-Yeai Plan Office and the General Cominissionci for 
Economics, who ivas die newly aeated chief over die Ministers of 
Economic Affairs, Labor, Finance, Food, and Forestiy The Foup 
Year Plan Office earned out its functions in part directly and in 
part through the agenaes of the Ministry of Economic Affairs and 
general deputies for specific branches of industry and trade Its func- 
tions had to do primarily with increasing the efficiency of particular 
industries and trades through measures of leoigamzation, standard- 
Kauon, and rationahzauon, though it seemed to sliare with the 

eneral Commissioner of Economics in die controlling of prices 
trough the Puce Commissioner, the Price-Forming Offices, and the 
Pnce-Supervising Offices 

The General Commissioner foi Economics worked through the 
a^ncies of the Ministry of Economic Affairs and the other ministries 
““general control The agencies in question included Reich 
^ncies for the rationing of raw materials and numerous dis- 
ttibuting a^ncies for allocating raw materials to enterpnses m spe- 

for economy in the 
noZ 1 ''«g‘onal economic offices, and local eco- 

C andr?; f'X’d offices for the rationing of 

theJ offices for the rationing of timber Anione 

these organizations, the regional economic officeslpparendy 
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considei able importance Subject to control from above, they could 
issue commands to the Provincial Economic Chambers, the local 
Chambers of Industry and Commerce, the Chambers of Handicrafts, 
the provincial "group" organizations, state mining agencies, of- 
fices for foreign trade, and curiency offices They were expected "to 
secure production, to protect indispensable trades and handiaafts, 
to cooperate in safeguarding the supply of electric power, to execute 
measures concerning the consumption of coal, oil, rubber, textile 
materials, and soap, and to organize the collection of used ma- 
terials ” 

Since these new and strong control agencies were set up without 
disbanding those which had previously existed, it is easy to conclude 
tliat the position of the German business man or industrialist in the 
war economy was a rather complicated one In this section of our 
study, we have been dealing for tlie most part with organizations for 
the control of production, but we should not make tlie mistake of 
assuming that the German business man was responsible only to 
sucli organizations Actually he was responsible to or was influenced 
by a great and bewildering variety of governmental and govern- 
ment-sponsored organizations in other phases of economic activity, 
as we shall see in later chapters 

Advantages of Fascist Controls over Production From the point 
of view of attaining efficiency in production, there are some things 
to be said for the types of controls over production used in Italy 
and Germany In the first place, they gave the government the 
necessary power to direct production and to attain its desired ob- 
jectives without taking the customary capitalistic incentives away 
from industnalists and business men That is, private individuals 
continued to own and operate the industries and businesses of the 
countries and to be motivated by considerations of profit and loss 
This situation may readily be better, from the point of view of 
efficiency, than the one m which the governments own and operate 
the industries and businesses, and business men are reduced to the 
status of governmental employees on a salaiy. while governmenta 
control over production may be as complete in the one case as m 

the other , t i nt 

The industrialists and business men of Germany and Italy, or 

least the larger enterprises and a»mbinations of enterprises, seeme 

17 F L Neiimann, Behemoth The Structure and Practice of National So 
ctalism, p 249 
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to faie rather well undei fascism The fascist objectives of conquest, 
gloiy, and stabilization of the regime appeared to be quite con- 
sistent with the desnes of big business foi full and piolitablc utiliza- 
tion of pioductive facilities Theic was a strong, government-spon- 
sored concentration movement in industry and business in each 
countr)', thousands of small industrialists and business men were 
eliminated, and many new combinations and cartels wcic foimcd 
Large films and combinations tveie assigned the responsibility for 
founding and opeiating new films and industiics made ncccssaiy by 
the self-sufficiency programs The payment of dividends by corpoia- 
tions was strictly limited, but tins affected only the distnbution of 
profiu and did not set any limit on coipoiaic profits as such Even 
under strict price control, the enlci prises with the gieatcst efficiency 
and lowest costs could still make plenty of money, though how 
much of their profits they retained aftei paying ta\cs was another 
matter Finally, the fascist jioliaes with respect to labor wcie al- 
ways quite favorable for the employe! s 
The results, in terms of piofits, may be seen m tlie German situa- 
tion Statistics for the largest 46 pei cent of German corporations, 
which owned roughly 92 per cent of total coiporate capital, showed 
that the average profit ratio (net earnings as a percentage of net 
worth) inaeascd from -10 59 per cent m 1931 and -3 65 pci cent 
in 1932 to 4 22 per cent in 1935, 5 30 pei cent m 1936, 6 16 per cent 
m 1937, and 5 66 per cent m 1938 « That production did not be- 
come less profitable for large German businesses after ilie beginning 
“ suggested by the report that, by Uie middle of 
lUK, 833 large corporations had increased their capital from 49 
to 7 8 bilhon maiks by means of tlie reinvestment of profits « Such 

SnnT; “'I”'"’ happened to the smaller 

S t* ?*** '"P ^ total number but 

SseTJf . they 

tusclose the fate of unincorporated German business men 

faiior wTr”T°" “"‘‘’•""tion movement was another 
LciTtSr^ rTT f pioduction m the 

tels or comb‘“ ^ government sponsoied numerous car- 

cement^anST ^ rayon, railway equipment 
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of numerous agreements among the firms in individual industries 
for purposes of price fixing, market sharing, and production control. 
The government also facilitated many business mergers, through 
tax concessions and otherwise In the ten years before 1927, there 
had been only 160 business mergers in Italy From the middle of 
1927 to the middle of 1929, there were 221 mergers involving a 
total capital of 10 billion lire and resulting in the elimination of 
878 firms From 1930 to 1932, there were 244 additional mergers 
involving 13 billion lire and 364 firms By 1935, one-fourth of the 
total number of Italian corporations controlled 95 per cent of all 
corporate capital, and 1 18 firms (amounting to one-half of one per 
per cent of the total number) controlled 48 per cent of total cor- 
porate capital ““ Monopolies and quasi-monopolies became relatively 
common 

In Germany, the total number of corporations was 5518 in 1938. 
It had been 11,690 m 1928 Over the same period, the corporations 
with a capital of 5 million marks or over declined in number only 
from 750 to 616 These giant corporations, which had controlled 
about 56 per cent of the total capital of all corporations in 1928, 
controlled 77 per cent in 1938, although they were only 11 per cent 
of the total number of corporations at that time From 1938 to 
1939, the total number of corporauons declined further from 5518 
to 5353, but their total capital mcreased from 17 75 to 20 34 
billion marks 

In addition to the large number of mergers, there was a con- 
siderable development of cartels in Germany under National Social- 
ism In 1933, the powers of the cartel court were transferred to the 
Minister of Economic Affairs, who could decide whether cartel 
arrangements and individual decisions ivere unfaii Again, the 
Minister was given the power to make outside firms join cartels, 
and he could prohibit the establishment of new firms and the ex- 
pansion of existing firms These powers were used on numerous 
occasions The Minister could compel or prevent changes in cartel 
agreements, restrict the use of existing productive facilities, an 
establish the rights and duties of cartel members Since many 
these restrictions were capable of operating to the benefit of mem 
bers of cartels, tlie attractiveness of the cartel form was increase 

20 c T Schmidt, The Corporate Stale in Action New York 0\rord 
Press, 1939, pp I2I-122 

2iroreign Commerce Weelly, Jintiary 4, 1941, pp 13 14 
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and the number of caitcls increased from 2000 in 1925 to 2200 in 
1935 and 2500 in 1936 Many additional cartels were formed in 
later years 

Besides those tvho were absorbed by laigci films, thousands of 
small industrialists and business men wctc forced out of business 
because they could not conunne opeiating under tlie officially set 
prices for their products, because diey could not obtain funds for 
modernizing then plants, because tliey could not secure stocks of 


raw materials oi finished products from the rationing or distiibut- 
ing boards, or because their workers were shifted bodily to other 
plants m the same industry or m other industries The elimination 
of weak and inefficient producers m various fields, or their absorp- 
tion by largei and more effiaent concerns, may have contributed 
something to the overall efficiency of production in tlic fascist coun- 
tries Moreover, the efficiency of governmental control was probably 
increased, since the government could deal more effectively with a 
few laige firms than with many small ones in a given industiy 
Besides the factors which have been mentioned, the fascist econo- 


mies like other completely controlled systems, could go far toward 
the elimination of so-called competitive wastes in pioducuon 
Through tlie combination movement and otlienvisc they could cut 
down the duplication of productive faahtics and idle productive 
capaaty They could reduce the undue pioliferauon of styles, 
shapes, sizes, and vaiieues of goods and concentrate on a smaller 
number of standardized varieties They could limit the amount of 
ume, effort, and money devoted to advertising and selling activities, 
and they could discourage the tendency to waste which is oiten 
present m the competitive exploitauon of natural resources Finally, 
productive systems operating at high and rela- 
tively stable levels and avoid the depressions which are likely to 
occur at times in uncontiolled economies 

Controls over Production. On the other 

view SrS" oi 

of the controk'^l overwhelming complexity 

before the war ” organizations Foreigners in Geimany 

Schimney sweemna ^ “™Ple profession 

22 M Y 7 ^ ^ printed in fine 

S'veezy, The Structure of the Nau Economy, p 94 
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type®® They could scaicely believe that in modem Geimany the 
house-wrecking business found "its place m the Nazi oiganization 
and regulation of the national economy under this title ‘Special 
Sub-Group-for-Businesses-Engaged-in-Wrecking-and-Teanng-Down 
of the Special-Group-for-Businesses-Engaged-in-Dealmg-in Old-and- 
Waste-Mateiials in the Group-for-Businesses-Engaged-in-the-Whole- 
sale-Import-and-Export'Trade ’ ” And their feeling amounted al- 
most to consternation when they lead a leport in the newspapei 
concerning a meeting of representatives of the "Special-Sub-Group 
for - Businesses - Engaged-in-Produong-and-Dealing-in -Teclimcal- 
Chemicals-and-Technical-Raw-Mateiials” with repiesentatives of the 
“Special-Sub-Gioup-foi-Businesses-Engaged-in-Produang-and-Deal- 
ing-in-Vegetable-Drugs” of the “Special-Group-for-Businesses-En- 
gaged-in-Producing- and-Dealing-m-Technical -Oils-and-Fat-Di ugs- 
and-Rubber” of the "Group-for-Businesses-Engaged-in-tlie-Whole- 
sale-Import-and-Export-Trade ” 

Not infrequently the complexity of the National Socialist control 
organizations must have been greatly confusing to the German 
business men themselves But, it has been said, "Theie is only one 
formula the nazis seem to know for dealing with this confusion 
whenever the situation threatens to get completely out of hand, 
they set up a new office to coordinate and rationalize tlie ones al- 
ready in existence In time, even the coordinatois and rationalizers 
become so numeious and so confusing — and confused — that coor- 
dinatois of the coordinators have to be appointed to rationalize the 
rationalizers ” ®® As someone said, after a leading Nazi offiaal was 
reported to have lost his mind "It was not surprising that a man 
in a position of responsibility in the nazi economic and financia 
system should go mad — the surprising thing about it was that any- 
one should have noticed that he was mad " ^ 

Amid such a welter of control agencies, and especially when, as 
sometimes happened, the power to control a particular phase o 
economic life (for example, prices) was divided among four or hve 
different agencies of the government, business men in the fascis 
countries had difficulty in deciding just who their bosses were or 

28 W R Deuel, People Under Hitler New York Harcourt, Brace and Com 
pany, Inc, 1912, p 339 

2* Ibid, p 339 Reprinted by pertnission of the publishcK 

2sibid, pp 339 340 Reprinted by permission of the publishers 

20 Ibid , pp 337-338 Reprinted by permission of the publishers 

27 Ibid, pp 336 Reprinted by permission of the publishers 
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where they should look foi guidance or oidcis Delays m getting 
decisions, or in seeming pci mils to do this oi that, wcie lioublc- 
some in die cMiemc Business men and industiialisis wcie gi\cn fat 
sheaves of regulations to comply with and the oidinai) indisidual 
would find it impossible even to undcistand all the regulations, let 
alone to comply widi them, and this was especially tuic svhen 
various legulations conllirtcd w’ldi cacli odici 
The goicinment also fuinishcd business men and industiialists 
tilth an almost endless succession of loiins, icpoits, and question- 
naires, all to be filled out post haste and usually in qiiiniuphcaic 
or septuplicate The amount of “paper work” which resulted w’as 
practically beyond description In short, die fascist policy seemed to 
be to tie the business man hand and foot and then tell him to go 
ahead, operate his business, and make profits The result would be 
enlier that the business man would become hopelessly enmeshed m 
regulations and led tape so that he could not operate his business 
effiaently or else that conuption, evasion of regulations, black 
marketing, and bribery of government officials would lloui ish so that 
businesses might continue to operate In cithci case, the icsults 
desired by the fascist leaders would not be completely obtained 
Itabmi hidvslrial Production Turning now to industiial piodtic- 
tion, in Table 5 we present statistics on the output of a few im- 
portant industiial commodities in Italy after the advent of fascism 


TABIX f 

PnODUCTlOJf OF IMPORTANT INDUSTRIAL COMMODITIES 
IN IT ALT IN SELECTED TEARS 


Item 

Iron and steel 
Ferphosphates 
Sulphunc aetd 
Electric power 

Raw Mlk 

Rayon 


Uml 

Thousand tons 
Thoiuand tons 
Thousand tons 
Bilkon kilowatt- 
hours 

Thousand kilo- 
grams 

Thousand kilo- 


1922 

1927 

1932 

1937 

1910 

Output 

Output 

Output 

Output 

Output 

1,0460 

1,721 8 

1,497 1 

2,086 9 

2,500 0 

947 6 

1,371 5 

6616 

1,333 2 


485 4 

8200 

562 0 

1,642 1 



84 

10 3 

14 4 

171 

3,989 8 

5,009 8 

3,927 0 

2,861 0 



Gotton yam 
Cotton cloth 


grams 

Thousand tons 
Thousand tons 


2,593 24,406 34,038 124,388 

154 3 169 1 170 4a 

100 9 116 0 73 2 79 6« 


198.200, (London)' 


” 1936 output 
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Most of these statistics show the effect of the boom period from 
1922 to 1927, the great depression that followed, and the recover)- 
of the 1930’s Since productive activities m Italy came under com- 
plete governmental control only m the last few years of the Fascist 
regime, we should not expect the statistics to indicate anything very 
significant concerning the effects of the Fascist control organizations 
on industrial production Witli the beginning of tlie war, Italy went 
under an almost complete statistical blackout, and only occasional 
figures for production leaked out 

Gertnan Industrial Pioduction Under the influence of lecovery 
from the great depression and the armaments and self-sufficiency 
programs, industrial pioduction in Germany increased by leaps and 
bounds in the fiist several years under National Socialism The 
index numbers of industrial production piesented in Table 6 show 
that industrial production in 1938 was more than double that of the 
depression year of 1932 However, they also indicate that the pio- 
duction of capital goods in 1938 was about three times as great as in 
1932, while the production of consumers’ goods was less tlian 50 
per cent greater in 1938 than m 1932 Since these index numbeis 
use 1928 as the base year, it is also obvious that, while the pioduc-- 
tion of capital goods in 1938 was about 36 pei cent greater than in 
1928, the production of consumers’ goods was only about 8 pei cent 
greater However, even these figures should not be used mth too 
gieat enthusiasm One estimate of German national income claims 
that per capita income, as deflated for changes in the value of 
money, increased only 23 pei cent from 1932 to 1938 and only 13 


TABLE 6 

INDEX NUMBERS OF INDUSTRIAL PRODUCTION, CAPITAL 
GOODS PRODUCTION, AND CONSUMERS' GOODS PRODUCTION IN 
GERMANT, 1932-38 


Tear 

Index of Industrial 
Production (7928 = 700) 

Index of Capital Goods 
Production (7928 = 700) 

Index of Consumers' Goods 
Production (7928 = 700) 

1932 

58 7 

45 7 

78 1 

1933 

65 5 

T31 

82 9 

1934 

83 3 

772 

87 6 

1935 

95 8 

99 4 

91 0 

1936 

106 7 

112 9 

97 5 

1937 

1167 

126 0 

102 8 

1938 

124 7 

135 9 

107 8 

1939 (May) 1301 

148 9 

1161 

SOURCE Institut fur Konjunkturforschung, Statishl da In- 

■ und Ausland 
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per cent fjom 1929 to 1938 Moreover, most of the inciease m the 
national income went into die atmantents program and it is esti- 
mated that, if tve eliminate die goods produced for the armaments 
progiam, per capita income, including both avilian consumption 
and ordmarj' ovilian investment, increased only about 8 per cent 
from the depdis of die depression ** 

Fasetst Indtistrtal Pioduclton in Wmtime. In die period of Woild 
War II Italian industry had all it could do to hang on and keep 
running It was seriously handicapped by die loss of foieign markets 
and sources of supplies and materials and became more and more 
dependent upon whatever the Get man economy could spare Ger- 
many was apparently somewhat bettci prepaicd dian Italy at die 
beginning of the ivai, and of course hei successes in the early ycais 
of the war provided her with considciablc additional amounts of 


materials, supplies, equipment, and maclunciy Howcvci, as the wat 
wore on, and especially as allied air attacks on Germany became in- 
creasingly seveie and widcspiead, German indusiiy also had grave 
difficulty in maintaining production 
In both economies, of course, pioductnc acimty was concen- 
trated inaeasingly in war industries and governmental contiols ovei 
production became more and more diicct, specific, and scicie 
Industries produang consumers’ goods wcie pci milled to run only 
a few hours per week or were even closed down altogcdiei at times 
Scarce materials weie severely rationed among mdustues and firms, 
with large proportions being reserved for use in wai production, 
liius. firms producing consumers' goods, even though they had pci- 
mission to operate, were sometimes unable to do so because tliey 
tacked necessary matenals Firms weie required to repou their 
s ocKs of scarce matenals, the consumption of these stocks, and their 

Intensive drives were earned on 
Industries producing 

dnrn<^ f themselves to the pro- 

' use Sslrm Soods and were made to 

prXl R their 

Y r ^vnhholding laige 

Sweezy, The Structure of the Nazi Economy, pp 204 205 
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amounts of goods from normal consumption or for the destruction 
of raw materials, agricultural products, or industrial commodities 
Fines and impnsonment were provided for small-scale hoaiding, tlie 
failure to deliver requisitioned goods, false bookkeeping entiies to 
avoid compulsoiy pooling or lequisitioning, the use of goods for 
other than allotted purposes, dealing in violation of rationing regu- 
lations, obtaining rationed goods in excess of allotted quantities, 
and offering goods for sale at highei than official prices “ In spite 
of all controls and penalties, however, industrial production in the 
fascist countries eventually proved entirely inadequate for the at- 
tainment of the objectives which had been set up by the fascist 
leaders 


QVESTZONS 

1 How IS production controlled in the nationalized industries in Brit 
am under parUal soaalism? Explain 

2 What are the bases for the hopes of the Labor Government that a 
high degree of efficiency will be attained in the nationalized indus 
tries in Britain? 

3 "Governmental control over private industries and businesses is very 
complete and severe in Bntain under parual socialism ” Show 
whether you agree 

4 Comment on the results obtained m the field of industrial production 
in Britain under partial socialism 

5 Explain the nature of the "category corporations” in Italy under 
fascism 

6 How were the category corporations used as instruments of govern 
mental control over production? Explain 

7 Explain the relationships which existed between the various oigamza 
tions which operated under the auspices of the Estate of Industry 
and Trade in Germany under fascism 

8 Distinguish between National Groups, Main Groups, Economic 
Groups, and Branch Groups in the fascist organization for controlling 
production in Germany 

9 "The most striking feature of the fascist organization for controlling 
production in Germany was its extreme complexity " Explain 

10 “The control of production under fascism in Germany was really 
divided between business men and the government ” Do you agree? 
Explain 

11 "With the beginning of World War II, the power of the German 
government to control the productive activities of the economy was 
increased through the development of new organizations ” Explain 

12 "From the point of view of attaining efficiency in production, there 

-0 foreign Commerce Weekly, September IS, 1941, p 34 
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were some things to be said for the t)pes of coiiiiols over production 
used m Ital) and German) under fascism *’ Show whctlici )oii agicc 

13 "There was a strong concentration and combination moscment in 
industr) in both Italy and Germany undci fascism" Lvplain and 
illustrate 

M "Controlled economics of tlie fascist type can go far toward eliminat- 
ing the competitne wastes in producuon which often exist in capital- 
istic s)stcms " Explain 

15 IVhat were the disadiantages of the hinds of controls otcr production 
that were used in Italy and Germany under fascism? Explain, 

16 “In the period of World War II, goternmcutal controls oser produc- 
tion in Italy and Germany became more direct and more specific 
tlnn formerly " Explain 

17 “The incentucs in i fascist system of controlled production may be 
superior to those in a socialist system " Do you agree? Explain 

18 “In both Italy and Germany under fascism, goiernmcntal control 
over productne actiMiics svas achieicd by superimposing control 
agencies upon wlnt was basically a capitalistic oigaiii/ition of pro 
duction " Expl.iin and illustrate 
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Agriculture under Capitalism 

In theory, agriculture is to be organized and operated very much 
like any other industry in a capitalistic economic system Individuals 
are free to become fanners, to put into agricultural production as 
large quantities of the productive factors as they can obtain, to pro- 
duce any crops they like in any quantities that seem desirable, to 
organize their businesses as single enterpnses, paitnerships, corpoia- 
tions, or cooperative enterpnses, and to operate their businesses in 
pursuit of private profits In practice, in the United States, corpora- 
tions are comparatively rare in agncultural production The firms or 
enterprises in agriculture are more numerous and smaller than those 
in manufacturing and other industries Laige-scale farming is prac- 
ticed, of course, but the large-scale farm is much smaller than the 
large-scale firm in other industries Conditions are more nearly 
competitive in agriculture than in most other lines of production 
and the individual farmer is quite powerless to affect the prices 
which he receives for his products or the prices which he must pay 
for productive factors or for finished manufactured goods In t e 
absence of monopolistic tendenaes, the farmer is unable to pursue 
profits by restricting rather than expanding output or by maintain- 
ing rigid prices through periods of good and bad business Since 
the farmer owns a considerable part of the productive agents which 
he employs and since he has rather important fixed costs in the form 
of interest and taxes, he is likely to continue to operate at or near 
full capacity even when market conditions are unfavorable, m or 
to obtain some return from the productive agents which he owns 
The A^tcultmal Problem tn the United States With condiuon 
differing considerably as between agncultural pioduction and in 
other fields of production, it is a rare capitalistic economy whi 
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not had an "agnatltural problem” in recent ycais The United 
States has been no exception to the lule in this icspect Agiicultuial 
production m the United States mcieascd rapidly during and after 
World I under the influence of a tremendous domestic and 


foreign demand for farm products, tlic mechaniration of agricultuie, 
improved methods of cultivation, the bnnging of mucii new land 
under cultivation, specialization in the laismg of money crops for 
the marhet, and the reduced need for land to laisc feed aops for 
farm animals Exports of agricultuial pioducts increased sharply 
and the gioss farm income of the counny more than doubled fiom 
1914 to 1919 In 1918, die prices leceived by farmers stood at 202 
(with 1909-14 as the base) while the pnees paid by fai meis were only 
up to 176 In 1919, these two index numbers were 21S and 202 
respectively^ Therefoie, the faim income of tins countiy ina eased 
both absolutely and m relative purdiasing powei duiing the war 
and early postwar years 


After World War I was ovei, agricultuial production improved in 
the former belligerent countries of Europe, and some of them at- 
tempted to increase agricultuial pioduction fai beyond the presvar 
levels American farmers also faced increased competition from 
other agiicultural aicas in the markeu of the world Our high tariff 
policy after the war hindered oui farmers in their efforts to letain 


export markets, and the eventual and inevitable curtailment of die 
large loans which Americans had been making to other countiies 
had a similar effect Changes in die American diet and the adoption 
of prohibition are supposed to have had a depressing effect on die 
domestic market for some farm pioducts However, in the face of 
unfavorable conditions of demand, American faim aaeage and pio- 
ducuon were very well maintained bodi in the 1920’s and duimg 
die years of depression after 1929 

^ As a result, the American farmers were greatly distressed by the 
scissors problem," or the great and growing disparity between the 
prices which farmers received for their products and the prices 
which they had to pay for the products of other industries In the 
pr^perous days of 1929, prices received by farmers stood at 146, 
V lie those paid by farmeis were at 153 (on the basis of 1909 14 

tho^Mid h f ” received by farmeis were at 87, while 

hose paid by farmers weie at 124, and in 1932 the two index num- 
^StaUHtcal Absimci of the Untied Slates, 1935, pp 680 681 
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bers were 65 and 107, lespectively * Although the faim pjoblera iras 
leally a group of closely related problems, which included soil 
erosion, dust and flood control, die migration of farm worheis, farm 
debts, farm credit, tax delinquency, share-cropping, faim tenancy, 
and many other matters, the main faim problem had to do with 
agricultmal prices and income 

Solvmg the Agucultural Pioblem Vndei American Capitalism 
Occasional attempts to deal with die American agricultmal problem 
were made during die 1920's, and in the gieat depiession after 1929 
the farm situation became so seiious that drastic governmental ac- 
tion seemed to be icquiied However, the federal government of the 
United States, as the goveinment of a capitalistic system, was greatly 
handicapped in dealing with the farm problem It could not take 
over and opeiate Ameiican agriculture, it could not compel Ameri- 
can farmers to band togedier into large-scale coopeiative farm 
entei prises, and it could not dnectly withdraw large quantities of 
land and other productive instiuments from agricultuie or lift large 
numbers of farmers bodily from agricultuie and transplant them in 
industry While die program of die Roosevelt Administiation lor 
dealing with the agricultmal problem embodied quite a number 
of phases, the principal part involved the payment of cash benefits 
to farmers to get them to opeiate dieir pioductive faalities at a rate 
well below normal capacity The purpose of the progiam was ob- 
viously to get the farmers better prices and a greater total income 
for their lestiicted outputs in addition to die benefit payments 
which they received 

While die exact results of the operation of the Agricultural Ad- 
justment Act of 1933 and Agricultural Adjustment Administration 
have never been determined, the Act was undei heavy ciuiasm 
during Its short life It was found unconstitutional by the Supreme 
Court in January, 1936 The Agricultmal Adjustment Administra- 
tion continued to exist and, in February, 1936, a previously existing 
Soil Conservation Act was amended and enlarged for the purpose o 
permitting a continuation of the crop-control program by connect- 
ing It with an attempt to deal with problems of soil erosion A ne'v 
Farm Act was passed in 1938 that provided for the continued opcia- 
tion of the Soil Conseivation Act, and its payments to fanners, m 
normal times In yeais of ovei production, however, more stringent 
methods of control, involving acreage allotments, marketing quotas, 
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discriminatoiy commodity loans, and other devices, go into cficct foi 
die purpose of contiolhng pioduction and maintaining pnccs 
E\cept to the extent that the goveinment has been buying up and 
svithdi awing born use some millions of acics of low-giadc faim 
land, it must be said that the govcinmcnt’s piogiam has not been 
successful in pioviding a long-iun solution of the Ameiicaii agiicul- 
tural pioblem In odiei woids, it has succeeded only in dcci casing 
output by lou Cling the rate of opciation of existing faini pioduc- 
tise facilities, and has not lesultcd in the withdiaival of laige quan- 
tities of pioductive facilities and faimcis fiom agiicultiiic Duiing 
Woild AVar II, the foreign and domestic demand foi Aincucan faim 
products inci eased shaiply once more and the faimeis enjoyed gicat 
prosperity In spite of expanding pioduction, the pnccs of faim 
products rose both absolutely and i datively to the puces of other 
goods, and faim income lose to new all-time recoid levels 


The wartime problem in agiicultmc was to secure enough farm 
products rathci than to icstrain production and prevent sui pluses, 
so that TOrious contiols provided by the Act of 1938 could be laigely 
relaxed However, payments to faimcrs iindci the Soil Conscivation 
and Domestic Allotment Act of 1936 went fonvard as usual dining 
the war period In addition, it was thought necessary to take ccitain 
steps to stimulate agricultural pioduction The most impoitant of 
these was a senes of acts which placed pi ice floors undei agricul- 
tural products and promised a continuance of parity price guaian- 
tees into die postwar period The agricultural situation in the 
United States remained favorable in the first three years aftci the 
war, but It IS still possible that the agncultuial pioblem will spring 
up again in all its former glory later on As %ve shall see, the govern- 
ments of the controlled economies are able to use somewhat moie 
eaective, though harsher, methods than those employed by the 

f economy in dealing with problems of 

agncultural maladjustment 


Agricultuie tn Soviet Russia 

“"T CkimpaiaBvdy lit- 

aLeS ” »' •ooal.m.'a. an Lai 
agriculture WeT organization and operation of 

mwht ^ ^ so““l«tic system 

ny great hurry to socialize agricultural production. 
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and that it might permit all or a large part of agricultural pioduc- 
tion to be operated by cooperative entei puses or even by private 
individuals for a long time We have also referied to some of the 
devices which a socialistic economy could use for conti oiling sucli 
private or cooperative producuon and bringing it into adjustment 
with the general economic plans for the whole economy Since they 
anticipate no very serious agricultural problems in the system which 
they advocate, modern socialists have little to offer in the way of 
detailed suggestions for handling agricultural problems under social- 
ism For concrete details as to the organization, operation, and 
problems of agriculture in a soaalistic economy, we must refei to 
the experience of Soviet Russia It is also true that very little of a 
specific character has been said or written on the subject of the 
operation of agiiculture under a system of modern communism 
Early Conditions in Russian Agriculture Russia at the time of tlie 
revolution was predominantly an agricultural economy, but hei 
peasant system of agriculture was most unproductive and inefficient 
There had been as high as 35 bad crop yeais in 50, and there weie 
only three good harvests in the first 10 years of Soviet lule The 
individual peasant’s land area was small and tending to become 
smaller Moreover, each peasant had several small strips of land 
to cultivate and the strips were often located miles apart There was 
little incentive to improve the land because of periodic redistribii 
tion of the peasant holdings A thud of the peasants had no iron 
plough and a fourth of tliem had no hoise or ox Little manuie was 
used and almost no artificial fertilizer There was virtually no rota- 
tion of crops and almost no weeding or cultivation Grams were suH 
leaped with the hand sickle and threshed with the flail The peas 
ants had little direct connection with tlie revolution and all it meant 
to most of them was a vague notion that they would get more land 
The only people in agricultuie who were sufficiently intelligent an 
well trained to serve as the basis foi making a system of socialized 
agriculture operate successfully were out of sympathy witli tlie new 

regime . 

On the basis of these conditions, the Soviet regime faced a m 
difficult problem in converpng Russian farms into efficient larg^ 
scale units capable of furnishing large surpluses of food foi 
growing urban and industrial population and large 
raw materials foi industry During the early years of Mar 
munism, the system of "food collections" under which the gove 
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ment seized most o£ what the peasants produced caused a great 
decline ift agricultural production The land under cultivation de- 
clined from 91 to 54 million hectares, the grain crop fell from 65 
to 27 million tons, and the yield per hectare slumped from 7.08 
centners to 4 80® There was some revival of Russian agriculture 
under the New Economic Policy (1921-27) However, there were 
severe restrictions on the right of peasants to sell their produce on 
the open market, on the size of peasant land holdings, and on their 
right to rent land or hire help, and the government required large 
compulsory deliveries of farm produce at low prices Since the prices 
that they could get for their goods were low and the prices that 
they had to pay for manufactured goods were high, the Russian 
farmers, like those of other countries, suffered from the well-known 


“scissors problem " The farmers would not furnish large quantities 
of food and materials for the urban and industrial population so 
long as manufactured goods were scarce and high priced, and 
Russian industries, faced with a shortage of food and materials, 
could turn out only a relatively few, high-cost goods for the farmers. 
The CoUectimxauon of Russian Agriculture, In spite of the un- 
favoiable conditions existing at the time, the First Five-Year Plait 
(1928 32) counted upon the rapid development of agricultural pro'’ 
duction On the other hand, it was intended to go slowly in the 
matter of socializing agriculture, and the plan called for at least 
75 per cent of the marketable farm produce to come from the 
privately owned sector of agriculture even at the end of the five-year 
pmod However, agricultural conditions remained most unfavor- 
able The total amount of land under cultivation and the size of 
loTa*!^ industrial or technical crops remained below the 

1913 level Little if any progress was made in livestock raising, and 
there was no gram for export in 1928 The harvest m 1929 was poor 
but the government nevertheless undertook to seize 13 9 million 
Til resistance was strong Crops were left to rot 

f collectors after the 

7 As a result, the leaders deeded to bring agriculture 


wnh2ui7!f Communists were sent out into the country 
absolute powers to bnng about coUertmzation There followed 

^nen nnd Unwm, 

P One hectare =247 acres, and one centner = 220 46 pounds 
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what IS usually called the liquidation of tlie "kulaks,” or well-to do 
fanners Most descnptions of tins process are harrowing, to say the 
least * Thousands of resisting peasants were shot, and millions of 
others (some say four or five millions) ® were evicted from their 
homes and lands Their possessions were seized, even their warm 
clothing was taken away, and they were loaded into unheated cattle 
cars for tiansportation to Siberia oi some other remote legion where 
they died like flies from cold, hungei, and exhausting laboi Some- 
times only the men were taken away, and the women and cluldren 
were left at home to starve Nor was the liquidation limited to the 
leally piosperous peasants Where no kulaks actually existed, some 
were invented, and anyone a little bettei off than his neighbors was 
likely to suffer the sad fate of becoming a kulak in the eyes of die 
Communists This meant, in effect, that hard work and initiative 
were penalized wherever found, the incentives of the remaining 
peasants weie destroyed, and exactly those peasants weie elimi- 
nated whose skill, knowledge, and industry might have led to die 
development and impiovement of Russian agriculture 

The remaining peasants were diiven into collective or coopeiative 
fairas and were supposed to pool their pioductive instiuments and 
livestock But they regarded this pooling as expropriation and many 
peasants killed their livestock and ate it or sold it and hid the 
money Since they were lequired to deliver their suiplus agricultural 
pioducts to the government, the newly cieated collective faimeis de- 
cided to raise just enough produce for themselves But the govern- 
ment took Its compulsory deliveries anyhow and the peasants were 
left to staive on die remainder of the crops Some estimates have it 
that from 5 to 10 million persons perished from starvation during 
the famine conditions of 1931 and 1932 ® Later on in the chapter, 
we shall see in greater detail just what happened to agricultural 
production and livestock on hand during the operation of the First 
Five-Yeai Plan Just at present we are more inteiested in the collec- 
tivization piocess Itself 

In 1928, state farms had used 1 7 million hectares, or I 5 pei cent 
of the total cultivated area, and collective farms had used 2 6 million 
hectares, or 2 2 per cent of the total Individual peasants still culti- 

* See, foi eximple, r Utley, The Dremn We Lost, pp 50 55, ind A Yugow, 
Russia’s Economic Front for ll'ar and Peace New York Harper and mothers, 
19-12, p 45 

s M T rionnsky. Toward an Understanding of the USSR.i? 197 

® F Utlev, The Dteam We Lost, p 55 
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vated 108 7 million hectaics, or 96 3 pei cent ot the total ^ By tlic 
end of 1931, 60 per cent of the peasant faims had been collcctivired, 
and about 78 pci cent of the cultivated aica was collcctivi/cd by the 
end of the fivc-ycai period * Just before Wot Id Wai II began, tlicie 
iveie something oici a million individual faiineis, but they cul- 
tivated only about 900,000 hccuics, or 0 C pci cent of the total 
cultivated aica The state faims (sovkhosy) opeiatcd on 124 million 
hectaies, or 9 1 pei cent of the total cultivated aica, and the collec- 
tive farms (kolkliory) had 117 2 million hectaics, oi 83 G per cent of 
the total » The lest of the land was cultivated by individual collec- 
tive faimeis as their peisonal homesteads, and by workers and 
employees in other mdustiics 

The State Farms. In examining the present oiganiration of Soviet 
agricultuic, we tuin first to the state farms As of Januaiy 1, 1947, 
theie w’ere 4234 of these farms How much of tlicii foi merly cul- 
tivated area has been actually ictmncd to cultiiation since the wai 
IS not known but, on the basis of then old total ailtivatcd aica, 
tlieii average sue would be around 2929 hectaics, oi 7235 aaes 
Most of the state farms arc highly specialized agiicultuial units 
For example, theie were in 1938 some 471 giain faims, 407 iruit 
and grape farms, 755 cattle farms, 650 pig farms, 200 sheep faims, 
119 horse farms, 180 sugar beet faims, 95 poultry faims, 100 farms 
growing special aops (tea, tobacco, lubber plants), and 836 sub- 
urban truck faims and miscellaneous farms » The state farms rais- 
ing particular producU are gathered togctlier undci trusts whicli aie 
very similar to those in industry, and the tiusts arc in turn lespon- 
sible to the Ministry of State Farms 

The internal organization of the state farms is comparatively 
Simp e All the land, buildings, maduneiy, and pioductive equip- 
®ent m graerai is owned by the government (or by the people as 
a Whole through the government), and the faims are managed by 
^vernment-appomted directors The employees of the state farms 
simp y wage-workers, who have no more direct interest in the 

industrial workers have in their fac- 
wnes and have no claim on the products of the state farms The 

Baytoi. The Development of the Soviet Economic System, p 334 
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workers and their families have the use of vaiious common facilities, 
sudv as living quarters, dining looms, day nurseries, kindergai tens, 
and various othei educational and leaeational faalities, and they 
may own small numbeis of domestic animals, but no draft animals. 
The workers aie quite well treated apparently in the matter of 
wages In 1937, when the aveiage wage in industry was 2772 lubles 
per year, a skilled ivoiker on a state farm was getting from 4000 to 
5000 lubles annually An attempt is made to pay the workeis on 
a piecework basis, and each state farm has a "directors fund," sirai- 
lai to those in industiy, into whicli poi toons of planned and un- 
planned profits are paid foi use m connection witli various local 
benefits and impiovements The full-time workers on tlie state farms 
number a little less tlian two millions 

The early state farms were made horn old landed estates, formerly 
uncultivated aieas, and leclaimed land, and did not result from the 
combining of collective faims or the holdings of individual peasants 
Latei some state faims were made out of land, foimerly cultivated 
by individuals, which had not yet been assigned to collective farms 
The state farms were intended to increase agricultural pi eduction 
by enlarging the land aiea under cultivation, by utilizing modem 
effiaent methods, and by serving as expeiimental stations and mod- 
em agiicultural centers to give an example to the odier agiicultural 
enterprises of tlie counuy As oiiginally set up, the state faims were 
extiemely large In 1930, the state grain faims averaged 116,000 
hectares oi about 286,500 acies ** Not only did tlie individual faims 
erabiace hundreds of thousands of acres, but they operated "with 
huge fleets of combines, batteiies of searchlights for night woik, 
ladios sending oiders to the haivesters encamped for weeks in the 
distant fields, an planes bunging their medicines, magazines, and 
entertainers ” “ 

The Soviet leaders invested large sums in the state farms and 
they became mechanized to a mucli greater extent than the collec- 
tive faims On the state faims, 94 5 per cent of the plowing, 95 per 
cent of the hauling, and 80 pei cent of the other woik was done b] 
machinery even befoie Woild War 11“ They received the best 

12 A Yugow, Russia's Economic Eiont fot Ifar and Peace New York Hiip®'’ 
and Biothcrs, 19-12, p 59 

IS M T Flonnsky, Towatd an Vndnstanding of the U S S R , p 198 

uA R Williams, The Soviets, p 173 Rcpiinted by permission of the pi' 
lisheis 

IS A Yiigon, Rvssii^s Economic Evont for War and Peace, p 59 
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i^-pes oE equipment, and tvcie the fiut to be given selected seeds and 
artifical fertilizers As the state farms increased m nitmbct Horn 
1400 m 1028 to well over 4000 in lOS-t. and as the quantity of cuV 
ovated land at Uieir disposal incicascd fiom 17 to 16 million 
hectaies, many people concluded that the Soviet leadcis intended to 
comert all Russian agricultuie into state hums sooner oi latci and 
that the collective farms wcie mciely being tolciated as a tiansi- 


ttonal form oE organization 

This conclusion was unwan anted To be suic, the state fauns 
achieved great increases in total physical output, in \aluc-pioduct, 
and m the output per work-day or work-hom, and bcEoic the wai 
diey produced some 10 pci cent oE the total giain crop and 15 to 
20 pci cent of the marketed gram “ On the oiliei hand, the state 
fauns incuired tlic severe displeasure of the Soviet leadcis They 
opeiated at a loss year after year, in tlie sense that they exceeded 
their budget estimates of cost while actual income fell shoit of 
budget figures They were cnuci/cd foi cultivating only a small 
fraction of then total area of 84 2 million heciaics They ivcie badlv 
managed in pai t because of slackness or dishonesty of the manage- 
menc and in part because they were too large to be managed 
effectively by anyone Laboi and management turnovei was great) 
petsonnd costs were high, and livestock moitahty was excessive 
Fai too great a propoition of tlitir pioducts was consumed on the 
state farms themselves so that relatively little was available for the 
maiket, and theie was much theft and waste in piodiiction As a 
result of these difficulties, many state farms were liquidated between 
19S4 and 1937, the sue of the sunovois was reduced, the total land 
at their disposal decreased from 84 2 to 60 3 million hectares, and 
their cultivated area declined from 16 to 124 million hectares^' 
Since these readjustments the surviving state farms hate functioned 
in much better fashion, but the collective farms are likely to remain 
for a long time as the mainstay of Russian agncultuic 
The Organization of the Collectwe Fat ms As of the beginning of 
1947, there were 220,000 collective farms in the USSR’* On die 
basis of their total cultnated area m the prewai peiiod, their 
average swe would be 533 hectares, oi 1316 acres, of cultivated 
land Their aveiage size before the war was estimated to be 1198 


10 Ibid, p 60 

A Ri^kov, The Dtt'elopment of the Somet Econnmic System, pp 3J2 333 
isHari) SchwirtT, Jttijjiaj postwar Cconomy, p 51 



246 COMPARATIVE ECONOMIC SYSTEMS 

acres They included 93 5 pei cent of all the peasant households 
of the countiy and aveiaged about 75 households per farm Mem- 
bership m tlie collective farms was open to all citizens 16 yeais of 
age oi over Theie was an admission fee of 20 to 40 rubles, and the 
applicant foi membeiship had to contribute his propel ty to the 
collective farm, with one-fouitli to one-half of it going into the 
so-called indivisible fund of the collective faim so that it could not 
be leturned to the incoming member if he later deaded to with- 
draw 

The land used by the collective fai ms belongs to the people of 
the nation as a whole through the government, but the collecuve 
faims have been granted “peipetual use” of their land Theie is col- 
lective or cooperative pioperty in the common farm buildings, draft 
animals, some livestock, tools and implements of production, and 
stocks of seed The individual collective farmeis are allowed the 
use of small plots of land (varying from one-fouitli to one hectaie) 
for their own purposes They may own then homes and small quan- 
tities of livestock (including cattle, pigs, sheep, goats, poultiy, lab- 
bits, and bees) The heavy farm machinery such as nactois, tiucks, 
harvesters, combines, and the like, aie owned neither by the col- 
lective farmeis noi directly by the goveinment Instead, tlie ma- 
chinery IS owned by separate goveinment-conti oiled agencies known 
as Macliine Tractor Stations Tliere ivere only 158 of these stations 
in 1930, but tlie number grew to 6980 in 1940 and was no less 
than 7584 as of the beginning of 1947 The collective farms must 
make use of these Machine Tractoi Stations and their services (i 
available), and make payment m kind or m cash 

The operation of each collective farm is nominally quite demo- 
aatic That is, the general assembly of collective farmers on each 
faim elects a-piesident, execuuve board, and a control committee 
The latter agency supervises the acts of tlie ofiBceis and attempts to 
insuie plan fulfillment Cultivation of the land is cained on by 
brigades composed of 40 to 60 workers and the brigadiers or 
brigade commandeis assign the workers to their tasks The collective 
faimeis are really farmers and not merely governmental emp oyee^ 
so their income depends directly upon the crops wJiicIi they pt 


10 Communism m AcUon, p 73 rrccn r,20j 

SOM T riormsky. Toward an Understanding of the USSR, p 
St A Baykov, The Development of the Soviet Lconomtc System, p 
Harry Schwartz, Russia's Postwar Dconomy, p 5^ 
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duce Aft« ceitam deductions (to be described htct) are made from 
the harvest, the lemaindei is distnbutcd m kmd among Uie cj lec- 
uve faimeis oi is sold foi cash, which is then distubuted The collec- 
tue laimeis do not shaie equally m the available mtomc. but arc 
paid on the basis of "laboi days " The laboi day is an abstiact unit 
supposedly based on such factois as skill, soaal usefulness, and 
physical escition The indisidual collective faimcis rcccuc cicdit 
for horn one-half to wo laboi days foi each day’s woik Thcic aie 
also piemiums and deductions foi o\er-accomplishment and undei- 
accomphshment The shaie of an individual faimei is, then, de- 
teimined by the numbci of days be woiks multiplied by the laboi- 
day multiple foi his type of woik, divided by the total mimbei of 
labor days contributed by all mcmbeis of the collective faim, multi- 
plied by die amount of product oi cash available foi dislnbution 
Compulsory Delroenes of Agnmltural Products Among the de- 
ductions which aie made from the harvest befoic theie can be a net 
amount to sell for cash on the maiket or disti ibute in kind among 


die collectite farmers, the most impoitant deductions arc die com- 
pukoiy delii cries to the govcinment The compulsoiy delivery of 
any crop is that propoition of the collective farms output that 
must be sold to the government at a puce which is ai bitranly set far 
below the market value of the pioduct The compulsoiy dehveiy is 
sometimes r^arded as a tax on agiicultuial production, on the 
ground that the same result is achieved by taking a poi tion of fai in 
pioduce at an arbiUaidy low price as would be achieved by letting 
the faimers sell then crops for full market value and then taking a 
portion of their income by means of taxation On the other hand, 
some people regard the compulsory' dehveiy as a rent which is paid 
to the government for die private (cooperative) use of publicly 
owned land 

The compulsory dchveues amounted to 15 pel cent of die gross 
yield of giain and leguminous plant oops for all collective faims 
m the USSR in 1938®“ Similai levies weie made on odier piod- 
ucts of the collective faims, for the compulsoiy delneues apply 
not only to grams but also to technical crops (such as cotton, flax, 
and sugar beets) and to meat, potatoes, wool, mdk, and other dungs 
Thus, at one time the government was taking all potatoes up to 
22 quintals per hectare, all wool up to 4 4 pounds per sheep, and 
p 311 
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all milk up to 48 gallons per cow*® The size of the compulsory 
deliveries vanes greatly from one ciop to another In 1938, for 
example, 90 per cent of the cotton giown on non-iiiigated land 
went to the government in compulsory dehveiies The compulsory 
deliveries aie 5 to 10 pei cent liighci for individual peasant faimeis 
than foi collective fairaeis, and highei also for collective fainis 
which aie not served by Machine Ti actor Stations than for those 
which aie so served The lattei provision does not indicate, as some 
Clitics allege, that the faims without Machine Tractoi Station 
services are more efficient and productive than the otliers It indi- 
cates meiely tliat the government is not so completely dependent 
upon the compulsory deliveries alone for its gram collections when 
the farms are seived by Machine Tractor Stations foi whose services 
a chaige may be made Finally, the compulsory deliveries apply 
even to the faim produce which the individual collective fanners 
laise on their own small farmsteads 


Piior to 1933, tlie compulsory deliveiies were based on "conuacts" 
between the government and the peasant or collective farmers, 
though the farmers had no control over quantities to be dehveied or 
prices to be received Sometimes the contracts called for a definite 
proportion of the gross ciop, while in otJiei cases they specified 
minimum amounts per hectaie and the lemamder of tlie marketable 
surplus The demands of the government were subject to aibitraiy 
change, and the deficiencies of some farms were sometimes col- 
lected from other farms The system was changed to one of "fixed 
deliveries" in 1933 That is, the farmers had to deliver so much 


product per hectare of cultivated land or other unit of measurement 
This meant, of couise, that if a collective farm increased us output 
by bunging more land under cultivation, tlie total amount deliver- 
able to the goveinment increased In 1940, the system of compulsory 
deliveiies was changed again, so that they are based on the tota 
areas of the collective farms instead of the areas cultivated accoi 
ing to plan This may opeiate to give incentives to the collective 
faimeis, since any inciease in output, whether obtained by bringing 
moie land into use or by other methods, will not affect die tot. 
quanUty to be delivered to the government On the other hanO' ’ 
die collective faims have much land which is unsuited to culti'. 
tion, the new levies based on total area may become almost i 


SI N cle Basih, Riiuin under Sotnel Rule, p 335 „ 

24 A Ba>ko%. The Dex-elopmciit of the Smiet Economic System, p 
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possible burdens on the actual activated and Not only are ihe 
Compulsory deliveries rather heavy, but also the pnces paid for 
such deliveries are very low In general, they probably do not run 
over 20 per cent of the market prices of the products 
Other Deductions After the compulsory deliveries have been 
made, the haivest of a particular crop is subject to otlier deducuons 
Collective farms sen-ed by Madime Tractor Stations must pay for 
the services received. These payments, made m cash or kind, run 
fairly large In 1938, for example, they took 16 per cent of the 
gross yield of gram and leguminous plant nops foi all collective 
farms in the USSR =* The collecuve faimeis must make othel 
payments to the government on account of the inteiest oi principal 
of loans received m the past from the appiopiiate governmental 
credit agencies They must pay a milling tat to die government 
when they get gram processed for then own use This tax may run 
as high as 10 per cent of the gram so milled After all these deduc- 
tions have been made, the collecuve farms are requiied by law to 
put aside funds for seed reserves, seeds foi die current year, fodder, 
mutual aid, relief in emeigencies, and insurance Ip the end, the 
amount of die gross harvest available as income to die individual 
members of the collective farms has been estimated to run not 
over 35 to 39 per cent, and was actually 32 per cent m the case 
of grain and leguminous plant crops for all collecuve farms m 
1938 « 


Voluntary Dehz>eries The net amount of the harv'est available to 
the collective fanners is also sold to the government in the case of 
the technical crops (cotton, Hax, sugar beets, and other things) 
In the case of other pioducts, the collective farmers have a choice 
of selling the lemainder of the harvest to the government or oi 
selhng It on the open maiket Such sales to the government are 
called voluntary deliveries The basic prices for voluntary deliveries 
are about 25 per cent higher than those for compulsory dehveiies. 
Moreover, there are premiums above the basic pnees for voluntary 
delivenes of large quantities of produce A collecuve farm which 
voluntarily delivers 10 to 50 quintals of gram to the government 
gets a premium of 10 per cent above the basic price, while one 
whose voluntary delivery reaches 1000 quintals receives double the 


25 /bid, p 311 

2“ Ibid , and A Yugow, Russia’} Economic Front for IVar and Peace, p 65 



250 


COMPARATIVE ECONOMIC SYSTEMS 


basic price An attempt has also been made to increase voluntary 
deliveries by means o£ a “stimulation fund ” This means that co- 
operative stores in the country have certain articles on hand which 
can be obtained only as a rewaid or piemium for selling specified 
quantities of farm produce voluntarily to the goveinment These 
articles either cannot be obtained at all by any other method or 
can be obtained only with great difficulty and delay On the whole, 
however, since the prices paid for voluntary deliveries, even with 
the premiums added in, aie sull below the market prices for farm 
products, the system of voluntary deliveiies has been none too 
successful. 

Collective Farm Peasant Markets The alternative to voluntary 
deliveries is the sale of the net produce of the collective farms (or of 
tlie individual collective farmers, or of individual peasant farmers) 
on what aie called collective farm peasant markets These are 
merely open spaces with tables or booths which aie hired by the 
farmers In conjunction with them, the state may operate stores 
selling manufactured goods, so the farmers will have a chance to 
spend their money at once, or stores selling farm products, in order 
to keep prices in tlie farm markets in line with governmental price 
policies The produce sold in the farm maikets comes only from the 
immediate local areas, but the farmers a few years ago were getting 
a fourth of their money income from sales in these markets Of 
the pioduce sold in them, collective farms as such furnished only 
15 per cent, individual members of collective farms provided 75 
per cent (two-fifths fiom their individual homesteads and three- 
fifths from their shares of collecave produce received on the basis 
of labor days), and the individual peasant farmers furnished 10 per 
cent®® Only private individuals may buy in these markets The 
puces received by the farmers approximate those in the govern-, 
mental (commercial) stoies, but are well above those for compulsoiy 
or voluntary deliveries Thus, we see that the net amount of co - 
lective farm produce, after all deductions, may be distributed to 
the collective farmers on the basis of laboi days, so the farmers 
may sell it by voluntary deliveries or on the market, or the ne 
produce may be sold directly by voluntary deliveries or on the 
market and the cash distributed to tlie farmers on the basis ot 
labor days The net produce of individual peasant faimers or tha 

2T F Utley, The Dream We Lost, p 155 

28 L E Hubbard, Soviet Trade and Distribution, p 146 
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raised by collective faimers on tlieir own homesteads may be sold 
also by voluntaiy dehvciies or on the faim maikets 
The Contiol of Collectwe Farnimg. Since the mam pait ol Rus- 
sian agriculture is opeiated by collective faimers and not directly 
by the government, the question is laised sometimes as to how the 
economic planners can make plans foi agriculture and be sure that 
these plans will be earned out The answei to this question is 
relatively simple By applying discriminatory compulsory dehveiies 
to vaiious crops or by varying the puces at whicli the compulsory 
ddiveiies aie taken, the government can encourage the produaion 
of some crops and discourage Uiat of others The government can 
refuse the services of Machine Tractoi Stations to collective farms 


which raise the "wiong” crops, oi it can make higher chaiges for 
the services of tliese stations It can letuse loans oi charge hig h 
interest rates to farms which wander fiom the path of rectitude 
It can alter the prices at which voluntary deliveries of vaiious aops 
are taken and can control the prices whicli prevail on farm markets 
It can vary the kinds, quantities, qualities, and prices of consumers’ 
goods available for the farmers in die retail stoics of the lural areas 


Surely, if the Russian fameis remain blessed with any economic 
motivation, the government can achieve a great measure of control 
over their agricultural acuvities by these means The farmers are 
also subject to direct political control The government issues laws 
and decrees, supported by heavy penalties, whidi are binding on all 
collective farmeis Moreover, each Machine Tractor Station has two 
staffs which assist the director One is composed of engineers, 
mechanics, and agronomists, whUe die other staff is a policy section 
ot the Communist Party which is responsible for the political edu- 
ction of the fanners and the liquidation of enemies of the regime 
lue policy section sees to it that everyone does bis duty, diiects 
^am and oAer deliveries to the government, sums up accomplish- 

problems, and gives instructions tor 

Ruri? 'J«“bt that the 

Kusstan government is able to control collective agriculture 

tov w 1 ! oper«i„« u.n R„«.„ pta„ed econ' 

that the Russian leaders have reached their soal of 

cu ture almost completely out of the hands of individual peaS 
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farmers and that, under the pressure of vaiious circumstances, this 
collectivization occurred mucli more rapidly than had been ex- 
pected A second goal which may be regarded as fulfilled is that of 
the mechanization of Russian agriculture In 1927, Russia had about 
26,000 tractors, all of foieign origin, but by 1941 the numhei had 
giown to 547,000 and they had been made in Russia In 1927, there 
were virtually no combines in Russian agriculture In 1939, there 
weie 125,000 and in 1940, 182,000 In 1930 the Machine Tiactor 
Stations cultivated 1,200,000 hectares of land while in 1938 they 
seived 66,000,000 hectares 2 ® 

On the other hand, both of these results or achievements are 
open to serious criticism The process of collectivization was ex- 
tremely brutal and costly in terms of human lives and suffering, 
and the actual productive results of collectivized agriculture have 
all too often fallen far short of expectations Tractors, combines, 
and other agricultural machines have increased in number m amaz- 
ing fashion, but mere quantity figures tell us nothing about the 
quality of the machines or their susceptibility to breakdown and do 
not indicate whether the machines were produced at reasonable 01 
exoibitant cost It may be, as some aitics alleged, that the Soviet 
economy rushed madly along for some years in tlie production of 
agricultural machinery without taking the trouble to produce ade- 
quate supplies of repair parts or to train adequate numbers of 
machine operators, mechanics, and repair men Again, it has been 
stated definitely that the increase in the number of tractors under 
the First Five-Year Plan, especially in view of the inexperience 
m their use, could not make up for tlie losses in draught animals 
(horses and oxen) At all events, it is necessary to admit that 
the mechanization of Russian agriculture was slow to show tangible 
results in the form of increased agiicultural production ^ 

Remits of Russtati Agncultural Production to J940 In Table /. 
we present some of the imporunt results of agricultural operations 
in Soviet Russia in selected years before World War II m com- 
paiison with planned estimates Theie is no doubt that the resu 
were disastious under the First Five-Year Plan Grain and flax 
pioduction were already smaller in 1928 than in 1913, while 1 
sug^ beet crop was about the same size as in 1913, and there we 
considerable declines in grain and sugai beet pioduction ro 

2» A Yngow, Russia’s Economic Front for War and Peace, pp 54 55 

30 A Baykov, The Development of the Soviet Economic System, p 



AGRICULTURE 


253 


1928 to 1932 The total land in cultivation increased bv about 19 
per cent born 1928 to 1932, but tlic pioduction of all the leading 
crops in 1932 was fai sboit of planned estimates Actual pioduction 
as a percentage of planned production was 66 foi giains, 66 foi 
cotton, 81 for flax, and 39 foi sugai beets Dining the 1928-32 
penod tlie land devoted to giain pioduction inci eased by 7 5 
million liectaies, but average yield per heaaic was badly off and the 
1932 giain ciop was 13 pci cent smaller than the 1913 aop The 
land devoted to technical aops inacascd bom 4 6 million hectares 
in 1913 to 86 in 1928 and 119 in 1932, but the yield per hectare 
of these ciops from 1930 to 1933 aveiagcd only a little over 50 
per cent of the yields obtained befoie World War I 
The unfavorable showing made by the leading oops in 1932 was 
the result of many factois The land in cultivation had been in- 
creased rapidly, and it outian tlie ability of the taimcrs and their 
tractors and diaught animals to give it good cultivation The 
management of collective farms was incfTicient and subject to fre- 
quent changes, and there was a shoitage of woikeis of ceitam 
kinds, especially machine opctatois Much of the faim woik was 
done in common, and remuneiation pci household was moic likely 
to be on the basis of the numbci of mouths to be fed than on the 
basis of the quality and quantity of work peifoimcd Land was 
still being reassigned among the collective farms Plans foi state 
procurements of agricultural pioducts were not yet accurately de- 
termined or known in advance, and the collective faimcrs weie 
unceitain as to what they might expect to get for their labois With 
crops ratiiei small, government requisitions actually took large 
proportions of them and left very little for the farmers Finally, it 
was still uncertain as to whether the private production of the 
individual collective farmer was lawful and to what extent, if any, 
he had a right to dispose of it on the market 
The production of these leading aops made noteworthy progiess 
during the period of the Second Five-Year Plan In all cases, produc- 
tion m 1937 was fai above the 1932 level, and that for grains and 
cotton actually exceeded the planned estimates by considerable 
amounts The 1937 results may be discounted m several ways, how- 
ever In the first place. 1937 was one of the best crop years in 


3 S A Planning in Soviet Russia, p 209 

y V, e Development of the Soviet Economic System, pp 202 204 
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Russian history and it is unceitain how much a edit for the large 
crop should be given to favorable growing conditions and how much 
to Russian agricultuial organwation, methods, and efforts Again, 
we are told that statistics for Russian crops since 1933 aie quoted in 
terms of “biological yield” ratlier than actual yield The biological 
yield IS tlie amount of the aop standing in the fields minus an 
aibitrary deduction of 10 pel cent for loss in hai vesting It is 
claimed that, since the actual loss in harvesting has run as high as 
40 per cent of the crop in some cases, the figuies for biological 
yield seriously overstate the amount of the crop actually realized®* 
Finally, quite a laige part of the incieases in crop yields seems 
to be due to incieases in the quantity of land under cultivation 
rather than to increases in the yield per hectare of land Under 
modern mechanized methods of production, it would be logical to 
expect heavily increased yields per hectare, but the actual yields per 
hectare for some important crops were less in 1937 than in 1913 
The total outputs of important crops in 1940 were greater in some 
cases and smallei in others than those for 1937, but, in all cases, 
mudi further progress had to be made in order to reach the 
planned goals for 1942 

The results of livestock production in Soviet agriculture were 
particularly unsatisfactory under the First Five-Year Plan The 
total numbers of the kinds of livestock considered in Table 7 
dropped from 276 7 to 124 0 million head— a decline of about 55 
per cent, although the plans called for an increase of over 13 per 
cent The quantity of livestock on hand in 1932, as a percentage o 
F Utley, The Dream We Lost, p J56 


r^BLS 7 

RESULTS OF SOVIET RUSSIAN AGRICULTURAL OPERATIONS IN 


Item 


Unit 


1 Land under cultivation 

2 All grams, total production 

3 Cotton, total production 

4 Flax, total production 

5 Sugar beets, total production 

6 Horses on hand 

7 Cattle on hand 

8 Sheep and goats on hand 
Figs on hand 


Million hectares 
Million metric quintals 
Million metric quintals 
Million metne quintals 
Million metric quintals 
Million head 
Million head 
Milhon head 
Million head 


1050 
801 
68 
SI 
99 2 
35 8“ 
60 6“ 
121 2 “ 
20 9“ 


191S 

1130 
733 
82 
32 
lOH 
33 5 
70 5 
146 V 
260 


ol916 Result 
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planned estimates, was 53 for hoiscs, 50 foi cattle, 32 foi sheep and 
goats, and 33 for pigs The mam causes of the i eduction in live- 
stock were the great slaughtci of faim animals by the well-to do 
fanners duiing the anti-kulak campaign and by the smaller peasants 
m lesistante to collectivization, pool care of livestock and a shortage 
of buildings for livestock on the netvly collectivized faims, the low 
level of grain production during the period, and unceitainty con- 
cerning state requisitions and the ability of individual collective 
farmeis to own livestock”' After 1932, livestock pi eduction made 
considerable progress, but in 1940 tlie quantities of livestock on 
hand wae bdow both the 1928 and 1916 levels foi three of the 
four important categories 

Evaluation of the Collective Farms A numbei of features of the 
organization and operation of the collective fairas came in tor 
severe criticism in the years before World War II In the fiist place, 
It was often contended that the collective faims were cooperative 
in name only Actually, the leading officials and manageis were 
usually Communists nominated by local Soviets oi local units of the 
Communist Party Governmental decrees and orders affecting the 
collective farms were binding on all collective farmeis and went 
into effect without even any preliminary discussion by the fanners 
The administration of the collective farms by die Communists was 
said to be liigh-handcd and aibitrary, and many complaints were 
made about the exclusion or ejection of collective faim members 
without adequate leason and without the necessary two-thiids vote 
»'A Bajkov, The Development of the Smnet economic System, pp 200 201 


TABLE 7 {continued) 

SELECTED TEARS, /JV COMPARtSOX WITH PLANNED ESTIMATES 


1332 

1932 

(ortKci) 

{phmrud) 

134 4 

141 3 

699 

1058 

127 

191 

50 

62 

65 6 

195 5 

19 6 

36 9 

407 

80 9 

521 

160 9 

116 

34 8 


1937 

19V 

{actual) 

Iplamwd) 

135 3 

139 7 

1203 

1048 

25 8 

21 2 

57 

80 

218 6 

276 0 

16 7 

21 8 

57 0 

65 5 

813 

96 0 

228 

43 4 


1940 

1942 

{actual) 

iplantui) 

1510 

157 0 

1190 

1300 

25 2 

32 9 

67 

85 

2220 

282 0 

20 5 

21 9 

56 0 

79 8 

93 0 

170 7 

28 0 

45 6 
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of the membeis®” This problem was lecognized finally by the 
government in 1938 and a decree was issued foi bidding poiging, 
the exclusion of members because they are also employed in state 
enterprises, and exclusion because of the bieaking of the internal 
rules of tlie collective farms In the futuie, exclusions were to be 
based entirely on rules laid down from above and were to be latified 
by the executive committee of the distiict 

The criticism tliat the collective laims are not truly coopeiattve 
sometimes takes a diffeient turn and it is alleged tliat the collecuve 
farms really operate by means of private peasant farming Since 
1934, the individual collective faim members have had a right to 
small homesteads of their own, varying m size from one-fourth to 
one hectare, on wliicli they can raise crops and livestock It is said 
tliat the farmers began immediately to work hard on then own land 
and let things slide on the collective land, with the result that 
yields per hectare were high on the individual homesteads and low 
for the collective land By 1938, tlie individual farmsteads were 
said to account for almost half the cattle, pigs, sheep, and goats on 
hand and for 21 5 per cent of gross agricultural production “ These 
results seemed amazing in view of the fact that the cultivated land 
in the individual homesteads amounted officially to only 3 9 per 
cent of the total cultivated area of the country 

The real explanation of these results was found in the fact that 
the managers of the collective farms, in despair over the prospects 
of increasing truly collective production, had been illegally turning 
over large quantities of collective land to the individual farm mem 
bers for private cultivation in the hope that in this way it would 
be possible to fulfill the plans for agiicuJtuie The Soviet leadeis. 
of course, knew of this development, and by 1939 they apparently 
thought that the position of agnculture was strong enough so that 
they could begin a diive to get the collective land back from the 
individual collective farm members and socialize their livestock as 
well By a famous decree of May, 1939, new limitations weie pla«“ 
on the size of the fairasteads held by individual members of co- 
lective farms, on the amounts of livestock they could own, and on 
their rights to fodder and pastuie The individual homestea $ 

30 M T Flonnsky, Toward an Understanding oj the USSR,pp 210 211 

31 Rtisstan Economic Notes, Number S68, pp I 2 

30 A Baykov, The Development of the Soviet Economic System, p jj 

30 Decree of the Central CommUtee o£ the Communist Parly, May i 
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were to be as small as one-tentli of a hectare m some cases, and a 
special corps of inspectois was given the duty of seeing that collec- 
tive land was not impioperly tuined over to the individual col- 
lective fanners Each collective feimei was hencefoith required to 
spend at least 80 days per year on the aveiage in working on die 
collective faim land, oi face expulsion Since 80 days per year are 
not over a fouitli of the available working days, we may say that, 
if the collective faim members foimeily spent fewer days on the 
collective land, eithei they did veiy Iitde work altogethei oi else 
collective farming actually opeiated almost entirely on the basis of 
private farming 

Anothei decree based the compulsory deliveiies of meat foi col- 
lective farms on the total aieas of these farms rathei than on the 
number of collective farm animals Fulfillment of the levies re- 
quired the collective farms to purchase a large part of the livestock 
of die individual membeis These puichases could be made at die 
state prices for Uvestock which lan far below the actual market 
values Finally, a deciee placed new bmdcns on die individual 
faimers It required that taxes and othei deliveries must be rigor- 
ously collected, reinstated the former heavy tax on horses, and 
provided road work, timber cutting, and other unpleasant pursuits 
for any infractious faimers 


The distribution of income on the collective faims has been 
amazed severely For example, an equal distribution of collecUve 
farm income would have been more suitable than distribution on 
the basis of labor days Equal division would have been simple, m 
hne with certain former practices of the peasants, and a good 
method of sharing inadequate supplies The labor-day system is 
implicated, cumbersome, and difficult to apply m agriculture 
However, an equal division of income would have still further 
reduced the labor incentives of the faimers, and it is often held 
that these have been inadequate under the labor-day system Since 
the collecuve fanners are paid on the basis of labor days worked, 
they have been soiely tempted just to put m their time By merely 
going through the motions, they could get paid as much as indi- 
Mduals who put forth great efforts, and the industry of one man 
can be easily offset by the laziness of another Moreover, it has been 
eged that the labor days aediied to the individual collective 
Russian Economic Notes, Number 368, pp 8 6 
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farmer were more likely to depend on the good will oi ill will of 
the farm officials tlian on aiiytliing else " 

There is little doubt that tlie Russian leaders have had a difficult 
pioblem in fuinisbing incentites to die collective farmeis In the 
fiist place, severe penalties have been piovided for the recalcitrant 
farmeis Repiimands, fines, demotions, suspensions, and expulsions 
are provided for laxity, negligence, or refusal to woik, and, if the 
farmers' sins involve “counter-revolutionary activities’’ or “crimes 
against socialist property” (such as stealing food from collective 
lands), long impiisonment or death may be the result.*® Anotlier 
attempt to deal with the problem of incentives was found m the 
decree which based compulsoiy deliveries of farm pioduce on the 
total areas of collective farms, thus giving the faimeis every leason 
to expand output and bung unused land under cultivation 
Again, in 1938, die Russian leadeis officially noted widespread 
impiopei uses of collective fatm income Too much income was 
being devoted to the constiucuon of community buildings, to 
administrative expenditmes, and to actual production expenses 
Offiaals of collective farms were drawing up tlien budgets widiout 
consulting the members or were disregarding budgets that had been 
properly diawn up A deciee was issued providing that capital 
investments should not use up over 10 per cent of collective faim 
cash incomes, that no more dian 70 per cent of budgeted opeiating 
expenses should be paid before the results of the harvest were 
knosvn, and that the individual farm membeis should have at least 
60 pel cent of the cash income distiibuted among them** A 
deciee then piovided that the collective faims should pay taxes, 
insurance, and loans to the state, pay current expenses of produc- 
tion, pay administrative expenses (not over 2 per cent ^ta 
income), assign funds foi cultural needs, replenish indivisible fun^® 
(by 12 to 15 pel cent of income on grain farms and by 15 to - 
pel cent on faims laising technical ciops and livestock), and divi e 
the entile remaindei among the members ^ 

A fuithei attack on the problem ol incenuves was made m ^ 
when a decree was issued providing premiums and bonuses o 
improiements in the quality oi quantity of farm production ms 
by individual membeis of tlie collective farms oi others For 


it F Vtley, T/ic Dream U'e LPSt, p 155 neen „203 

42 iM T Ilonnsky, Toward an Uttditstanding of the USSK,p 
>3J{uisinn economic Notes, Number 3SS, pp 3 ! 
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ample, “a milk maid receives 15 per cent of the milk above her 
assigned milking task, the daiiymaid who tends to tlie calves re- 
ceives one-half kilogram of meat lor each 10 kilograms’ gain in 
weight per head above the plan, hog breeders receive every Jifth 
suckling pig above the plan, poultry raisers leceive 15 per cent ol 
the eggs and 50 per cent of the chicks above the norm, and so 
on”« However, the extra lewards were also given to biigade 
leaders, farm presidents and othei officials, agronomists, vetermat- 
lans, techmaans, engineers, teacheis, and doctors, and it is possible 
that the new system of bonuses really favored the bureaucracy of 
the collective farms and not the mdividual fanners The bonuses 
were small for individual faimeis, but the officials and technicians 
might get'a bonus of one to thiee months’ salary for fulfillment 
or over-fulfillment and were expected to drive the individual farm- 


eis who were really forced wotkeis That a problem of incentives 
also existed in the Machine Tractor Stations is indicated by the 
fact that, in 1940, a decree was issued forbidding the willful aban- 
donment of work by tractor drivers and combine operators, subject 
to all the penalties applied to industrial workers The penalties 
could include two to foui months in pnson or six months of cor- 


lectional work on the regular jobs at a 25 per cent reduction in pay 
The Status of the Russian Farmer In considenng the economic 
status of the farmer in Soviet Russia in the years before World 
War II, we shall be primanly concerned with the collective farmers 
We have already noted that the workers on the state farms were 
treated very well on the whole, smce they had numerous personal 
privileges and received wages which compared favorably with those 
of industrial workers It is not at all difficult to find unfavorable 
estimates of die lot of the collective farmers In the matter of prices 

of ^vas 

only 75 per cent higher than in 1913, though the prices of manu- 
factured goods were about five times higher than m 1913 In the 

25 to 50 per cent but 
In mar went up several hundred per cent« 

half kilogram of sugar. I 3 kilograms of soap, one-half meter of 


**A Yugow, Rjojiaj Economu: rront for War and ^ nn n 

bl^pcrmmon ot Hirper and Brothers. Nc« York ' ^ 
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lentlier boots In 1913, the same quantity of lye flour would have 
pui chased 4 1 kilogiams of sugar, 3 3 kilogianis of soap, 64 meters 
of cotton cloth, 27 0 liters of keioscne, or one-seventh of a pair of 
IcaUiei boots Appaicnily tlic famous “scissois pioblem” was still 
something of a bogey for the Russian faimeis 
The tiveiage money income of able-bodied collective farmers in 
1935 was not ovei 350 rubles, as compaied tvith an average wage 
of 2270 lubles in industry In 1939, the aveiage money income of 
the collective farmer was 982 lubles, while the average wage in 
industry had passed the 3500 luble level Of course, theie weie 
great vaiiations in income from one collective farm to another 
111 1937, theie weie 610 collective faims with a money income of 
moie than a million rubles eacli, wheieas the aveiage farm had a 
money income of only 60,000 lubles, and some of the poorer fanns, 
only 1000 to 5000 lubles Allotments of giain pei labor day vaiied 


between one and a half kilograms oi less and 15 kilogiams or moie, 
and the cash income pei labor day vaiied from less than one luble 
to more than three rubles"* Since the ically piosperous collective 
faims are only a fi action of one per cent of tlie total numbei while 
their laige incomes laise the aveiage incomes of all collective farms 
quite a little, it follows that most collective farmers were not as 
well off as the figuies for average income would indicate 
In considering the actual goods available foi the farmers, it was 
pointed out that the lural population was between two and three 
times as numerous as the lest of the population, while the manu 
factured goods allotted to the stoics in luial areas amounted only to 
about 35 per cent of die total value of mdustiial goods distribute 
tlnough retail trade “ Even counting puichases by faimers in the 
urban stores, it is clear that die faimers got much less than iheir 
propoitionate share of these products On the other hand, die agu 
cultural population was said to have less to eat than beloie n 
levolution In 1938, some 40 per cent of the total gram ciop rea i 
the market as compared widi 26 per cent m Ts^ust times, tio 
the crop of 1938 was only shghdy laiger than that of 1913 g 


46 L E Hubbard, Soviet Tiade and Distribution, p 290 


4 sA^Vu^i^^Ruwm’s Economic Dont for TI'oi and Peace, p 68 
iclbid, p 67 
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State gram collections m 1937 weic 150 pel cent larger than in 
1928 though the harvest was only 50 pel cent gi eater, which indi- 
cates that the state share ol the crop increased hy about two tliuds 
between these two years “= Thus, it was claimed tliat the government 
takes more in taxes (compulsory deliveries) than the peasants lost 
foimcily because of lent and inteiest Agriculture, howevei, is the 
chief support of Russian industr)’ and the mainstay of the economy 
as a whole The large funds foi capital investment in industry 
are derived to a great extent from a turnover ta\, and the turnover 
tax on foods and agricultural products in general has in some years 
yielded four times as much levenue as the turnover tax on indus- 


trial products Thus, tlie turnover tax on agricultuial pioducts, 
which makes up all or most of the dilTcrenccs between the prices 
received by farmers and the prices which these products command 
on the market, in effect placed a large part of the buiden of indus- 
triahtation on die agricultural industry 
On the basts of these considerations, it is possible to conclude 
that, in the change from capitalism to socialism, the Russian 
farmers merely exchanged one oppressive mastei for another, diat 
the farmers were actually worse off in the modem socialired econ- 
omy than they were in Tsarist days, and that the f aimers were 
exploited severely in order to create the manufacturing industries 
which, according to tins point of view, are only expensive toys 
Certainly, the development of Russian agriculture in the soaahzed 


economy was much less successful and satisfactory than that of 
industry, and it furnished one of the most serious problems, if not 
the most serious, which the economic planneis had to face 
On the other hand, it is very difficult to get accurate information 
on prices, incomes, and standaids of living in Soviet Russia, and, 
if the claims of the Russian government witli respect to the total 
income received from all sources by die average collective farmer 
are at all valid, the Russian farmer is not badly off in compaiison 
widi the average industrial worker For example, Soviet authorities 
stated that the average peisonal income of the collective farmer 
amounted to 5843 rubles m 1938, as compared with 
2132 rubles m 1928 »» The lot of the farmers was also improved 
y a great increase in educational faahties, public libraries, clubs 

M r Utley, The Dream TVe Lost, p 152 
iiuMwn Cconomtc Notes, Number 20, pp 2 5 
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tlieaters and cinemas, newspapeis, doctors, and hospitals, maternity 
homes, and nursei les®* 

Collectivired agiiculture in the years before the war had begun 
to show some of the pioductive results which were expected of it 
in eailiei times, and the prospects weie rather encouiaging In spue 
of all difBculties, Russia under socialism led the woild in the pio 
duction of wheat, rye, barley, oats, flax, potatoes, sugar beets, and 
othei farm products, and developed many “new” products, such as 
tea, mandaiins, lemons, grapefruit, oranges, tobacco, camphor, ger- 
anium, gi apes, eucalyptus, oleandei, four kinds of rubbei-pioduang 
plants, southern hemp, soybeans, kenaf, and castoi beans'® Finally, 
m view of the ability of tlie Russian aimed foices to stand up befoie 
the onslaught of Nazi Geimany, it is necessary to believe tliat the 
Russian manufactuiing industiies, obtained at the cost of heavy 
saaifices on the pait of agiicultuie, weie something much more 
efficient and useful than the teim "expensive toys” would indicate 
It appealed that the Russian economy leally got something m 
return fot the sacufices and hardships incidental to industiiahzauon 
Russian Agriculture in Wartime Russian agncultuie, hke Rus 
Sian industry, suffeied seveie losses duiing WoiId Wai II The aiea 
occupied by the Geimans contained about 40 per cent of the total 
cultivated land of the countiy and had formerly produced 45 pei 
cent of the countiy’s wheat, 41 pel cent of the lye, and laige 
amounts of sugar beets, flax, hogs, and other faim products '' DW" 
mg the war 98,000 collective faims, 1876 state farms, and 2890 
Machine Tractor Stations weie mined =' Other losses include 
137,000 tractois, 49,000 combines, 4 million plows and haiiows, 
ovei a milhon seedeis and thieshers, 7 million hoises, 17 million 
cattle, 20 million hogs, 27 million sheep and goats, and 110 million 

Ijoultiy'® - , 

War losses of aaeage weie leplaced to some extent as some S/i 
million acies were brought into use in Siberia, 21^ million acies 
were cultivated thiough factoiy auxiliary-faims, another 2i4 mu ton 
acres of victoiy gardens weie cultivated by 10 million people, an 
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some 20 million aacs wcie brought into use by collective ami state 
fauns which had not been ovci-iiin by the invadcis Woikiiig days 
pel indi\idual on the colicctnc farms secrc sicpiicd iiji shai])ly' to 
a minimum of 150 pci year By 1011, some 70 pci cent of all 
agucultural svoikeis wcic women, and a million inoic women were 
in naming to handle hcasy maclnnciy " 

In spue of eseiyihing, liowcsci, Sosicl Russian ngiicultinal pio 
duction was ai low ebb dining the w,ir Most of the able-bodied 
farm workers had gone to wai and the aimy had taken many of 
the tractors and horses The icmaining maclnnciy detciioi.itcd 
rapidly as it svas o\cr-utilizcd by relalisely unskilled w’oikcis wiio 
were short of lepair parts and meciinnicnl knowledge The increases 
in acreage noted abosc wcic canceled in large pail by a loweicd 
quality of cultisation that allowed the fields to hccomc choked 
with w'ceds An almost complete lack of artificial fciiili/cr and 
insecticides was another unfasouablc factor As a icsiilt, in spite 
of the fact that it was about the best crop year since the beginning 
of the war, agricultural production in 1915 was only about lialf 
that of 1910®“ 


Familiar types of abuses svcrc apparently present in the opcia- 
tion of collective farms during the w'ar period Income was m.il- 
distributcd, witii shares going to \illagc officinls, baibcis, la/y 
farmers, and surplus administrative personnel Aftci tlic war, some 
600,000 individuals wcie stricken fiom the payrolls oi put to w'ork 
at tasks more closely conneaed with the raising of ciops In the 
second place, there was again widespread misapptopi lation of col 
lectivc farm land by private individuals and cntcrpuscs Postwar 
measuremenu found 2,22-1,000 eases of illegal occupancy of collec 
tive farm land and returned 4 7 million hectares to the collective 
tarms Third, collective farm offiaals had violated farmers’ lights 
o c oose their own officials, to express then views as to how the 
terms should be run, and to dicck ilic collective faim accounts 

haH L ^Scncic% and faun officeis, 

farlf collective 

‘ ^>«le returns to the 

wIrTLo million lublcs 

were restored to the collective farms 
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Rwstan Agnculture Under the Fourth Five-Year Plan In Tabic 
8, we present data on several important phases of Soviet Russian 
agriculture, showing their status in 1945 in comparison with 1910 
and with 1942 plans, the goals set up for 1950 under the Fouitli 
Five-Year Plan, and, in some cases, the pi ogress ivhidi had been 
made by 1947 While the goals of the Fouith Five-Year Plan are in 
almost all cases in excess of die actual results for 1940, they uni 
foimly fall short of the goals which had already been set up foi 

TABLE S 


RESULTS OF SOVIET RUSSIAN AGRICULTURAL OPERATIONS IN m 
1943, AND 1947, IN COMPARISON WITH PLANNED ESTIMATES FOR 

1942 AND 1950 





1940 

1942 

1943 

m 

1950 


lion 

Umt 

(aciual) {planrud) (actual) [actual) [planntdi 

1 

All grains. 

Million 







total production 

metric tons 

119 0 

130 0 

66 5 

96 5 

1270 

2 

Cotton, 

Million 







total production 

metric tons 

27 

33 

1 2 

1 9 

31 

3 

Sugar beets. 

Million 







total production 

metric tons 

20 9 

28 2 

89 

15 7 

260 

4 

Sunflower seed, 

Million 







total production 

metnc tons 

33 


1 8 

25 

37 

5 

Horses on hand 

Milhon head 

20 5 

21 9 

10 5 


153 

6 

Cattle on hand 

Million head 

56 0 

79 8 

46 9 


653 

7 

Sheep and goats on 






40f C 


hand 

Million head 

93 0 

170 7 

69 4 


121 3 

S 

Figs on hand 

Million head 

28 0 

45 6 

10 4 


31 2 


1942 However, in view of the very low levels which prevailed 
actually in 1945, the 1950 goals will call for tremendous efforts on 
the part of all concerned if diey are to be achieved 
Unfortunately for hopes in this direction, 1946 was a year o 
miserable crop failure in the USSR The chief cause was a grt® 
drought, which was said to have been die worst in 50 years 
causes of lesser importance weie continued caieless and low quant} 
work by man) groups of farmeis, a scarcity of skilled agncultur*!^ 
specialists, the shortage of draught power and farm machmeiy, 
the pool condition of the maduneiy already m use ° 

grains and sunflower seed were about half those of 1940, and n 
of sugar beets about one-thud Conditions were considerably ^ ^ 
ter in 1947 and yet haivests ran only about thiec-quartcrs as 


”-1111(1, p 60 
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as those ot 1940 and left much to accomplish if goals foi 1950 were 

to be reached ®* , ^ 

The SoMCl goveinmciit in 1917 was doing cxeivlnng i o 

to fuinish favmcrs with incentives to put foiih then maMimim 
efforts Medals and honois wcic piovided foi farmcis who dis- 
unguishcd themselves m connection with aci cages and yields 
Socialist competitions between faims wcie aiiaiiged A new official 
was created at each Machine Tiactot Station-Vicc-Diicctoi toi die 
Political Section, whose duty is to see that the woihcis at the 
\rachmc Tractoi Stations and the farms they serve do their woik 
properly and according to plan The rcmnneiation sy-stem was 
altcied so that collective faimcrs obtaining high yields will receive 
moic income pei laboi day than othcis who aic less sncccssfu* 
The pay of tractor and maclune opeiatois was made to vary 
according to tlie success widi w'luch planned yields arc obtained on 
the faims they save Technical peisonnel woiking diicctly in the 
fields with the farmcis were given a 25 per cent wage diffcicntial 
oicr tecliniciaiis functioning in a purely administiative c.ipacity®' 
I'lnally, a new Council for Collcctiic Paiiii Allaiis w'as set up» 
headed by a member of the Politburo and including othci high 
goicinmcnt officials and a few chan men of collective farms The 
Council IS an cnfoicemcnt agency foi all legislation affecting col- 
lective faims and will see that punishment is meted out to violatois 
It hears complaints by members and officials of collective faims and 
takes aaion on them It lecommcnds legislation to impiove die 
o])cration of collective farms To facilitate the pcrfoiniance of its 
duties, the Council is allowed to have rcprescnlaiivcs in all major 
governmental subdivisions of the country 


dVCSTIONS 

1 The orgamz ition and operation of agnciiUure in leading capitalistic 
countnes is different m several respects from that of industry” Ex- 
plain 

2 ' The United States, in common with some other countries, has had 
an agricultural problem in recent yean” What has been the nature 
of this problem? 

4 "The government of the United States under capitalism has produced 
only palliatives and not a cure for tlie agricultural problem ” Explain 
Mlhiif, p 63 
'><?(>id,pp 62 63 
outbid, p 57 
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4 “To the leaders of the Soviet Russian regime, agriculture presented 
some of the most difficult of all the problems encountered m the 
attempt to socialize the means of production" Explain (1) why this 
statement is true and (2) how Soviet Russia handled the problems of 
agricultural oiganization 

5 Desenbe the process by means of which much of Russian agriculture 
was collectivized during the period of the First Five-Year Plan 

6 Compare the organization of state farms with that of collective fauns 
in Soviet Russia Would you expect the state farms or the collectuc 
farms to be more efficient? \VIiy? 

7. "The collective farms are merely being tolerated as a transitional 
form of agricultural organization in Sonet Russia Eventually all of 
Russian agriculture ivill be converted into state farms ” Show whether 
you agree 

8 If you were to be an agricultural worker in Soviet Russia, would you 
prefer to be employed on a state farm or on a collective farm? Gne 
reasons for your answer 

9 Distmguisli between compulsory' and voluntary deliveries of the prod 
ucts of the Soviet Russian collective farms 

10. What are the factors whicli determine how much income a member 
of a collective farm will obtain in return for his labor? Explain 

11 In Soviet Russia the State Planning Commission makes plans for 
agriculture, as well as for other phases of economic activity, and yet 
most of the farms are run on a cooperatne basis and not by the 
government itself How is it possible for the government to control 
cooperative agricultural activities to such an extent that the State 
Planning Commission can make plans for agricultural production and 
expect that these plans will be carried out? 

12 "The Russian planners control the operation of collective farms as 
completely as that of state farms, though by different methods ” Shon 
whether you agree 

13 "At least two of the goals of the Russian planners for agnailturc 
were achieved in large measure under the Five-Year Plans through 
1940 ” Explain 

14 "The results of planned operation in Soviet Russia were even more 
favorable for agriculture than for industry in the period from 1921) 
through 1940 ” Show whether you agree 

15 Summanze the more important criticisms w’hich w'cre brought against 
the organization and operation of the collectue farms in Soviet Russia 
prior to World AVar II 

16 “The economic status of the agnailtural population of Soviet Russia 
improved immensely under the Five-Year Plans through 1940 ’ O'* 
you agiee? Explain 

17 "Societ Russian agricultural production was very asell maintainw 
during AAtorld "War II ” Show whether you agree 

18 ‘Tamiliar types of abuses were apparently present in the operation 
of Soviet Russian collective farms during \t'orld War II ” Explain 
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19 What steps has the So\ict Riisstnn government taken m recent years 
in order to improve the operation ol the collective farms and 
eliminate abuses therein? Explain 

20 IVhat arc the goals of Sonet Russian agnciiltiirc under the routtli 
Fisc Year Plan, and lion much progress had been made toisard these 
objectives through 1917? 
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Agriculture in Britain under Partial Socialism 

The General Plans for A^tculiiiie Agricultuie js one of die 
many industries which leraam under piivate ownership and man- 
agement in Biitain under partial socialism, but the affairs of the 
industiy are under viitually complete governmental planning and 
control The general plans are made by the Cabinet, including 
especially the Minister of Agiiculture, and the Economic Planning 
Board Foi the fiist five yeais of socialist lule, these plans aim at 
inci easing net agricultuial output by 400 million dollais, oi 20 pet 
cent, by 1951-52 The attainment of this goal will lepresent an 
expansion of output of 50 pel cent by comparison with preirar 
output and of 15 per cent compated witli the waitime peah of 
1943-44 Half of tlie inciease in output is expected to come fiom 
irapiovement in effiaency and the lemaindei fiom additions to tlie 
resources of the industry ^ 

The expansion in output is not to be at all uniform fiom one 
product to anothei, but rathei will be concentiated in dollar-saving 
products, such as poik, beef, eggs, cereals, and linseed This em- 
phasis IS different from that of the waitime agricultural progiaffl 
when tlie British weie interested piimarily in saving shipping space 
Many thousands of additional workeis will be lequiied by the 
program and will be leauited fiom both British and foieign 
souices Much new housing foi tlie workers will be lequned an 
agriculture, along with coal mining, will have high piioiity m 
lespect Allocations of mateiials aie being levised so that agriculture 
will be able to get necessaiy machineiy, equipment, supplies, an 

iLabor and Industry m Britmn, Novcmbci December, 1917, pp 224 Z2 j 
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construction matcnals The goveinment is also furnishing technical 
advice to faimcis 

Fiom the finanaal point of view, the goveinment will furnish a 
large sum annually to finance the pm chases of livestock, machinery, 
and other means of production It has permitted inacascs in the 
puces of farm products to enable the farmcis to rccovci inci cases 
in costs due to agricultural wage increases and otlici factors and to 
provide a measure of confidence and stability foi the farmers It 
has established a considerable vanety of cash and other subsidies 
and acreage payments to encourage the fanners to do various dungs 
which are in line with the general plans 

The Regimentatton of the Fai tners The detailed implementation, 
administration, and enfoi cement of the plans for agriculture arc in 
the hands of die 10,000 members and officials of die County Agri- 
cultural Committees, whidi are appointed by and responsible to 
the Minister of Agriculture According to the official piospectus, 
these Committees are “to guide farmers in reaching then produc- 
tion targets, and to assist tlicm by the provision of services and 
facilities * Actually, the Committees seem to tell the farmers what 
to do and when to do it They can order the farmei to grow any 
type of crop even though he know’s u will not pay They can ordci 
him to carry on cultivation by any kinds of metliods even though he 
knows from experience diat they are unsuited to his situation They 
can tell him to have certain opetaiions cairied out by ceitam dates 
and make tlie orders stick They can ordei the farmer to lure more 
woikers and house them whetbei or not he needs them and can 
afford them In similar fashion they can order him to buy quantities 
of expensive machinery and equipment or to buy and apply large 
amounts of fertilizer * 


Since 1939, all indigenous food supplies, with the exception of 
fell and green vegetables, have been purchased from the pioducers 
oy the Ministry of Food oi licensed buyers Prices to agucultural 
pioducers are set by Uie goveinment, and supplies to faimers are 
allocated m such a way as to encouiage sales from farms The gov- 
ernment forbids farmers to feed millable gram to animals or to 
Slaughter hvestock without license It is officially admitted Uiat tliere 
IS something o£ a black market in agricultural pioducu, but it is 


2 Ibid, p 226 

2 The Chicago Tribune, May 17, 1948 
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contended tliat us sue is negligible m companion inth that wJiirf 
exists in some othei Euiopcan countiics ■* 

Out of tlie operations and oiders of the agnailuira] burcaiicrao 
have come some of the usual comic lesults such as the order tiui 
metal disks be attached to the hoi ns of pedigreed Angus bulls kin^ 
exported (though Angus bulls hate no horns), and die icguluion 
governing the picking and sale of giccn onions which regaled tiic 


TABtE 5. 


livestock PRODVCTIOS L\ RRl 

/A SCLlCTED lEARS lA' COAfPARTSO.V MTH PLiXAED ESTIMATIA 


hem 

Wheat 
Bariev 
Oats 
Potatoes 
Sugar beets 
Milk 
CsS’* 

Beef and veal 
Mutton and lamb 
Pork 

souRcr laboT at d Irdiutrj tn Bntam Novimbcr-Decemlicr, 1947, p 22t 
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1913-44 

1916- f7 

ivi-i: 

(actual) 

(actual) 

(flr'-'-h 

209 

119 
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farmers with the mfoimaiion that di.imctcr shall be construed a‘ 
meaning the maximiim diamcici of the hiilh measured at n^h' 
angles to the axis thiough the bulb and shoot. But much ol ik’ 
gotcinnicntal control is not near!) so funny The Commiticts sir' 
the Minisier of Agriniliurc can imokc sctcrc penalties atrinst tarvi 
ers for the di'obcdicnce of orders or other evidence of !''’d 'lU* 
bandry. Tenant farmers can be csiaed and owner ocaipurs n>n’' 
to quit then land and lease it to other ptrsons apjiioicti h' d' 
hurcaiiciaq Indeed, fann owners c.in be comp'’l!cd to *'!1 *<•’’ 
fauns to the goscinnicni if the Minister of .kgrirultmc rettif(''s i *''' 
he is sitisfud that the fanns arc not heme satisf ictonb mine' •« 
From the outhitakof tht w ir to Stpiunbtr, ll<{7, more tlnn ll/‘ ' 
hrmus were acciistd of had htishandrv .■’ml tliiown off liieij io ' 


^ J rhoT ly /IrjJrr-f, M irth 39?'" r> S: 

® 7/*f C* I T *- J'fr'fiM'*'* 3*^7 
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Agrtadtural PtoducUon tn 1946-47 The inde\ numbeis in Tabic 
9 show the grmal level of production of several important crops and 
types of livestock products in Britain in 1946 47 (June, 1946 
through May, 1947), in comparison with die peak war year, 1943-44, 
and with planned estimates for 1951-52 A comparison, is also 
afforded with 1937-38, since the level of output m that year is 
taken as 100 in all cases In Table 10. we show die haivests of a 

TABIM 10 

mRVESTS OF IMPORTANT CROPS IN BRITAIN AND QPANTITIES OF 
LIVESTOCK ON HAND IN SELECTED TEARS 


Itm 

Umt 

193Q 

7943 

1947 

Wheat 

Thousand tons 

1,645 

3,447 

1,672 

Barley 

Thousand tons 

892 

1,645 

1,621 

Oats 

Thousand tons 

2,003 

3,064 

2,463 

Potatoes 

Thousand tons 

5,218 

9,822 

7,766 

Sugar beets 

Thousand tons 

3,529 

3,760 

2,886 

Turnip and swedes 

Thousand tons 

10,076 

11,991 

9,221 

Cattle 

Thousand head on hand 

8,872 

9,616* 

9,559 

Sheep 

Thousand head on hand 

26,887 

20,150* 

16,748 

Pigs 

Thousand head on hand 

4,394 

2,152* 

1,629 

Poultry 

Thousand head on hand 

74,357 

62,136“ 

69,954 


• 1945 figure 

SOURCE Statistics og Britam' f Pofilm, February, 194S, p 5 


number of important crops and quantities of livestock on hand m 
1947 m comparison with 1939 and 1943 Examination of the avail- 
able data indicates that prodigious increases in production will be 
necessary for some items, slight increases m others, and actual de- 
creases in others, if the 1951-52 targets are to be attained How well 
these adjustments will be made remains to be seen. 


Agiicultme under Fascism 


The fascist leaders of Germany and Italy professed to legard the 
faimeis and their families as particularly worthy people and de- 
serving of special treatment The agncultural population had nevei 
succumbed to the lures of soaahsm, communism, and other radical 


movements as many of the industrial workers had Indeed, the agri- 
cultural segment of die population in each country had been a 
mainstay of the fascist movement The leaders also noted with 
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approval the fact that the birtli rate among the agricultural popula- 
tion was well above that for other groups, and a large population 
seemed indispensable for a great and warlike nation Finally, an ex- 
pansion of agricultural production was essential to any fascist 
dreams of an economically independent and self-sufficient country 
For all these reasons the fascist leaders deigned to recognize the 
gieat significance of the "man on the land” to the development and 
progress of the nauon, and they lost no time in instituting a pro 
gram supposedly designed for agricultural improvement 
Land Reclamation and Resettlement If the fascist leaders had 
really wanted to help the farmere of their countries, it would not 
have been difficult to find sometliing useful to do In both countries 
the chief obstacle to the welfare of the average farmer was un- 
doubtedly the lack of an adequate amount of land According to 
the 1930 census, 36 pei cent of Italian farms had less than 2 5 acres 
of land and 91 per cent weie under 25 acres in size This 91 per 
cent of the farms had only one-tliird of all the faim land Two- 
thirds of all the farm land belonged to 9 per cent of the farms and 
to 3 4 per cent of all landowners Almost half the farm land be- 
longed to one-half of one per cent of the agncultuial population* 
In Germany, landowners possessing estates of 5000 hectares oi more 
made up only 0 15 per cent of the total number, but they owned 
altogether over 10 million hectares, or almost 40 per cent of the 
total land in cultivation At the otlier end of the scale, 3 million 
small farmers and their families owned altogether only million 


hectares ’’ 

Thus, with millions of small faimers needing more land badly 
and with large landed estates often poorly utilized and bursting at 
tile seams with debt, jt would have been logical to break up some 


of tlie large estates and distribute the land among the poor peasants 
This was actually one of the pioposals of the Italian Fasasts in pre- 
revolutionary days, but it was soon dropped aftei the party came 
into power In Germany, however, tliere was a gieat fanfare about 
returning the people to the land and finding them some land to 


which to return 

The Nazi leaders noted with horror that in die last half-centun 
the composition of the Geiman population had changed from i 
per cent rural and 30 per cent urban to 30 per cent rural an i 


oC T Schmidt, The Corporate Stale m Actton, p 113 
r/n Tact, January 25, 1913, p 2 
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ner cent urban* This rather sudden urbanization of the Geiman 
^ latinn created a veiy seiious pioblem, according to the Nazi 
Si n the my. o"t ivas said, the mind brightens, the critical 
facuUies liip. and sciences flouiish Families get out of touch 
with the soil, lose their fundamental Geiman ideas 
become greedy, and pursue lelentlessly money and wealth The 
^irnen iLde offices Ld indusuies. and people forget their place 
m life and become steiile. so that births decline Labor congregates 
in laige numbers, learns the principles of organization and mass 
action, and becomes leiohitionaiy The Nazis held that the natural 
h£e of all true Germans is found in contact with the soil and that 
Uie only real solution for all internal unrest centering aiound what 
IS called the "class struggle" was to be found m leturning all labor 
to the land 


Specifically, this means gumg every laborer some land, hosvever small, 
and attaching him, through his new glebe, simultaneously to his nature- 
chosen* occupation (agricultural or industrial) and to his locale These 
adjustments are to be dovetailed with other programs whose net effect 
ivill be to regiment ever)' workman according to his assumed capacities, 
and then so to “co ordinate" his spint that he will perform duly allotted 
"duties” with a minimum of fnction and without desire to alter his 
status * 


In suppoi t of the agricultural section of the settlements program, 
the Nazi leaders aigued that small faims are technically more effi- 
cient than large estates, that small peasants aie more national- 
minded, more reliable in time of war, and more stable in peiiods of 
aisis, and that the development of the small peasantry would cause 
an expansion of the home market, would inaease national self- 
sufficiency with lespect to foods and law materials, and would in- 
ciease the population as the result of a high birth rate Without 
pausing to evaluate these contentions, we may note that the real 
reasons for the rural piogram were probably (1) to counteract lural 
pioletananization and neutralize the threat of agricultural revolt, 
(2) to obtain a loyal peasantry as an offset to the radical urban 
proletai lat, and (3) to promote the military defenses of the country 
tlirough decentralization “ 


8R A Brad), The Spmt and Structure of German fascism, p 269 
8 From The Spirit and Structure of German Fascism, p 281, copyright 1937 
by Robert A Brad), by pcrmiwion of the Viking Press, Inc, New York 
w/bid, p 278 
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At any rate, the ruial section of the piogiam called for large 
estates to be liquidated and divided The land was to be made into 
peasant farms of vaiious sizes, undei the Hereditary Farm Act, as 
well as into villages and community centeis The new faims were to 
be cultivated without lined laboi That is, all work was to be done 
by the farmeis and then families, or thiougli die vanous free labor 
services which the government fmmshed for the benefit of agriail- 
ture The piojects were to be financed widi governmental aedit, 
and the peasants thus created were to become a "geogiaphically 
immobile, socially stationaiy, and property-minded petit-bouigeois 
class’’*^ Actually, the lural setdements piogiam did not amount 
to very much Few estates weie broken up and those weie usually 
estates whose owneis were bankiupt or wanted to sell out 

The other section of the settlements piogram was somewhat 
more successful It involved two types of subuiban settlements (1) 
diose placed more or less at landom aiound the outskirts of large 
cities and (2) those dusteied around large industrial plants and 
inhabited largely by company employees Projects of the latter or 
“company-town” type existed even before National Socialism but 
were later extended The Nazis made thiee types of persons eligible 
for the suburban settlements program (1) workers whose incomes 
did not exceed the aveiage of middle-class workers and tradesmen 
in the locality, (2) married woikers, even though fully employed, 
with small incomes and at least four minor children, and (3) pivt- 
tirae workers employed less tlian 32 houis pei week The piojects 
involved selling the woikeis plots of ground large enough for houses 
and gardens and building houses for them Goveinmental assistance 
took the form of tax exemptions, loiv-cost loans, and outiight 
grants or subsidies In the case of tlie company towns, tlie loans to 
settlers were made secure by requiimg the settlers to take out insur 
ance policies in favor of the companies, and the companies co 
make payroll deductions foi insurance premiums and regular pa) 
ments on the loans If the woikeis lived long enough and behaic 
themselves, tliey might eventually come to own their houses an 
lots 

The company town pait of the piogiam made rapid progrws ) 
the end of 1937, industiial films in the Rhine-Westphalia distnc^ 
controlled 240,000 houses and the Kropp company had construe e 

11 from The Spinl and Structure of Geman Tasetsm, p 281, topy right 
by Robert A Bi icly, by permission of The Vikmg Press, Inc , Nett i 
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29,000 houses in connection witli its Essen works dlone, besides ac- 
quiring stock m three coopeiative building associations and one 
building coipoiation'“ Goveinincntal investments in the othei 
part ol tlie subuiban settlements piogiam iveie not laige In about 
tliree yeais aftei the inauguiation o£ the piogiain in 1935, total 
expendituies amounted to only 446 million maiks and the land 
affected amounted to only 0 03 pci cent o£ tire total cultivated ai e,i 
The settlements weie supposed to be valuable m connection with 
the unemployment pioblem since reliable woikeis could be given 
pait-time £actoiy employment and be made to supplement tlieii 
earnings with £ood pioducts grown on tlieii plots o£ land The com- 
pany settlements, besides fuimshing a neat piofit to the companies, 
weie supposed to make the workeis piopcity-mmded and bind them 
firmly to the entei puses for which tlicy worked In this way, laboi 
turnovei would be reduced, labor unicsi would be neutr allied by 
vegetable glowing in spare tune, wage cuts could be made with 
less worker resistance, and lelief payments in times of depression 
would be reduced In so far as the company settlements made foi 
the decentralization of industry, an advantage would be gained in 
time of war 


The Nazi leaders also attempted to mend the “bioken tics be- 
tween men and the soil," and at the same time furnish almost free 
labor to agricultuie, through the land-help system The employment 
offices placed young men and women on the farms for limited 
peiiods of time, vwth food and shelter furnished by the farmers and 
a htde pm money furnished by the employment offices Men and 
women m the Labor Service were also reqimed to spend a year on 
the knd after completing their formal education A senes of deoees 
in 1934 and 1935 deprived unmarried men under 25 years of age ol 
their jobs in the aties and lequired them to be sent to die farms as 
a^icultural helpers, prohibited indusuial enteipiises and businesses 
irom employing woikeis who had worked in agncultuie during die 
preceding thiee years, and lequired such workers to be expelled 

In Italy, die emphasis was on land reclamaUon rather than on a 
ements program Land leclamation had as its aim the utihza- 
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tion of every available squat e mile of Italian soil by bunging under 
cultivation millions of acres of rocky steiile highlands and marshy 
wastes Although a land reclamation progiam had been undei way 
long before 1922, it leceived a great impetus from the so-called 
Mussolini Act of 1928 whicli called for the expenditure of some 
7 billion hie over a fourteen-year peiiod Of this sum, i 35 bilhon 
hie were to be furnished by the government and 2 65 billion lire 
by the landowners 

The leclamation piogram included projects foi diainage, iiriga- 
tion, reforestation, and load building, the provision ot electiiaty 
and drinking watei , and the construction of farm buildings Piojects 
which were considered essential to the interests of the country as 
a whole were financed to the extent of 75 to 90 per cent by govern- 
mental funds, while othei projects ivhich weie largely foi the bene- 
fit of local landowners had only about 33 pel cent of their expenses 
defrayed by the government The land to be reclaimed was divided 
into districts, and participation by landowners in each district was 
compulsory Each pioject was earned on by an association oi con 
soitium of landowneis under governmental supei vision and with 
die approval of the Ministet of Agriculture and Foresuy Land 
owners who were unable or unwilling to pay their sliaic of the ex- 
penses of reclamation projects in their distiict could be depiived of 
their land 

It is estimated that the Italian government invested about B 
billion lire in the reclamation projects from 1928 to 1935, ah®' 
which the government had raoie pressing uses for its money About 
5 million hectares, or almost one-sixth of the total area of tie 
country, were affected by the piojects, but substantial pi ogress was 
made on only about 2 million hectaies, including one project o 
about 500,000 hectares in the lowei Po River Basin The mos 
spectaculai project was die leclamauon oi diainage of die Pontino 
(or Pontine Marshes), a legion of some 75,000 hectaies of maish au^ 
dunes within 60 kilometeis of Rome Expendituies m this famoo^ 
legion were thought to haxe a gi cater publicity value than ’ 
odier parts of the country The draining of the Pontine J at® 
w-as completed in October, 1940, according to the Italian gove 
inent Some 50,000 hectaies of wasteland had been biought into 


IS C T Schmidt, The Co7potale State m Action, p 105 j,, 

nJEiglitJCth Congiess, Fust Session, House Document Nnmbei 4U , 

Aetton W-ishington Goieinmcnt rnnnng Office, 1917, p 139 
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and, in 1940, this land yielded IGi/g thousand tons of wheat, 2 4 
thousand tons of sugar beets, one thousand tons of cotton, and 5 
thousand tons of sorghum ” 

Opinions were divided as to the meiits of the reclamation pro- 
gram m geneial and the draining of the Pontine Maishes in par- 
ticular Some writers regarded the draining of the Pontino, the 
building of new towns, and the settlement of people m the legion, 
as almost mnacuious Ciitics pointed to the heavy cost of the 
reclamation program, which included many ill-advised piojects 
Much of the land in the Pontino and elsewhere was of very poor 
quality even aftei being leclaimcd, and, by the end of 1935, only 
2215 new units (19,048 individuals) had been settled in the Pontine 
region as against an announced goal of 40 to 50 thousand The 
reclamation progiam as a whole gave little relief to the land- 
hungry Italian peasants, for less than one-tenth of one per cent of 
all the land involved was taken away from the owners because of 
their refusal or inability to pay then share of the cost of reclama- 
tion, and the peasants were not given any preferenual rights with 
respect to leclaimed land However, the work provided by the pro- 
gram was of some assistance in connection with the problem of 
agricultuial unemployment 

The Category Corporations tn Italy If the fasast leaders did not 
give then needy farmers more land, they certainly gave the farmers 
more governmental controls and regulations In Italy, the contiols 
were exerased largely through the category corporations As we 
ave seen, none of these coiporations was organized directly m 
agriculture, but six of them represented branches of economic 
activity whicli involved agricultural, industrial, and commercial 
operations These were the corporations of grams, horticulture, 
wines and edible oils, animal husbandly and fishing, wood and 
ood pioducts, and textile pioducts The make-up of one of these 
wporations may be used to illustiate the composition of the others 

^ members, including representatives of tlie Fascist Party (3), 
emr^I ^ ^ woikers’). Threshing Industry (1 

^ Pasta, and Swelmeat Slul 

y ( oyers , 3 workeis'). Breadmaking Industry (1 employes’, 

t«fornnt,on BHsmesi and rmnnrinl Report, November, 
infasasm In Action, p Ho 
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I workers’), Gram Trade (3 employers', 3 workeis’). Consumers’ 
Cooperative Soaetres (I), Agiicukmal Technicians (1), Aitisans 
( 1 ) " « 

The early activities of these corporations were rathei mild, as 
were those of tlie other groujis of corporations The corpoiation of 
grains discussed a standardized contiact for tl\e sale of flour, and 
tried to set up regulations fot the distribution and sale of biead, 
for wheat markets, and foi the flour industry The corporation deal 
mg with edible oils discussed tlie relations between the olive-oil and 
seed-oil industries, and tlie possibility of an ofiSaal classification of 
olive oils The corporation of horticulture discussed tlie standaidiu 
tion of vegetable products, tlie grading and packing of vegetables 
and their exhibition on expoit maikets, new industrial uses of 
atrus fruits, and contiacts between pioducers and dealeis-“ How- 
ever, underneath all these seemingly innocuous activities lay a real 
possibility of governmental control over pioduction, since the cor- 
porations could draw up lules and regulations governing all phases 
of productive activity, and tliese rules and regulations, aftei ap- 
proval by the government, were binding on all producers with the 
force of law 

In later years, and especially after the beginning of World War H 
agricultural production and marketing weie severely controlled by 
the Italian government In 1940, a decree was issued providing for 
die compulsory pooling for collective sale of all oats, whethci im 
ported or domestic, and authorizing the government to fix prices 
and conditions of pui chase and sale It svas provided that 85 pec 
cent of all wheat milled must go into bread flour Wlieat raiseis 
were allowed to keep only 2 quintals (44] pounds) for consumption 
and the same quantity for seed All the rest of the crop had to be 
delivered to die official pools Farmers were given bettei pne® 
(about 20 per cent higher) foi wheat, coin, rice, and oats in 59 
than in 1939 At the official value of the lira, the new puce o 
wheat woiked out to S2 34 per bushel The selling prices for giains 
as quoted by the compulsory pools, remained unchanged, with tic 
difference being made up by the govcinmcnt in oi der to mciea'C 
farm income widiout raising the general cost of Inmg The o 
livestock maikcts weie also abolished in 1910, and sellers wcic rc 

low G rascist Hcotiomc Poha, p H>9 Rcjumtcd b' pcrmiwio" ^ 

the President ind Tcllows of H maid College 

-•'>/bid,pp 120121 
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quired to bung then htcsiock to pubhc maikcts ttheic onlj th.cc 
npes ot buyers wcic allots cd-pioancmcnt agencies of the aimed 
forces, the oigani/ation tthich piovidcd meat dealers ttuh slocks foi 
direct civilian consumption, and the consoriuim which puichascd 
meat for tlic meat-pioducis mdusiiy Scllcis had to set aside 30 
pet cent of all cattle over 125 kilogiams m weight foi goveinmcntal 
use« Such contiols were continued and intensified in the latci )cats 


of the wai 

The ^griciiltural (Food) Estate in Gcriimiiy The gencial oi- 
ganiration foi the goteinmenlal coniiol of agiiculluic under Na- 
tional Socialism was the Reich Agiiculuual Estate This oig.ini7a- 
tion was set up in Jul). 1933, as a sclf-administi alive statiuoiy coi- 
poration Membeiship was compulsois and included all inditiduals, 
associations, and agencies tvoiking dnectly in the field of agricnl 
ture, (or in forcsli), hunting, fishing, market gaidcning, and viticul- 
turc), divided into five classes (1) peisons engaged m these lines of 
production oi directly related to them, (2) agriculiinal unions, in- 
cluding their head oiganizations such as leagues of contiol, ccnlial 
unions, and other agencies, (3) all nannal and legal poisons who 
traded in the products of these fields of pioduciion oi used them in 
manufacturing, (4) i elated oigani/ations, such as the Council of 
German Agricultuie, the Prussian Ccnlial Chamber of Agiiailtuic, 
othei Chambers of Agriculture, the National Bui can of Colonira- 
tion, tlie Working Union ot Ruial Supply Companies, and the Na 
tional League of Rural Sick Funds, and (5) marketing oiganizations 
and associations, including some eleten previously CMSting Ccntial 


Associations for groups of pioducts and many newly foimcd oigan- 


izations for specific products Thus, we see that dcalcis in agiicul- 
tural products or other products w'liicli came under the Reich 
Agricultural Estate had to belong to this Estate as well as to that of 
Industry and Trade, while manufacturers using the same products 
had to belong to the Agricultural Estate as well as either to the 
Estate ot Industry and Trade oi to the Estate of Handicrafts Mem- 
bership in the Agricultural Estate could not be given up 
The head of the Agiicultural Estate was the National Peasant 
(Farm) Leader, who svas appointed by the Cliancelloi of the Reich 
(Hider) and was responsible only to him Tlie National Peasant 
Leader in turn appointed lowei officials of the Agricultural Estate 


M foreign Commerce Weekly, November 2, 1940, p 205, and December 7, 
1940, p 461 
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and assigned duties and functions to them He 'i\as, in fact, tlioug]t 
not of necessity, the Reich Rfinistci foi Food and Agriculture 
well His teim of office was indefinite and his control ovci ilio 


functioning of the Agi iciiltural Estate was complete The dnision 
of functions betiveen the Reich Minister of Food and Agnailtuic 
and the same indu idual as National Peasant Leadei was not clwr, 
except that the Ministiy performed vaiious goveimnental adininis^ 
trail ve functions assigned to it by law, svhile the Agricultuial Lstatc 
was thought of as "the cooidinated self-expiession of the meinhcn 
of the agiicultural and commercial bodies and individuals closclj 
concerned with agricultural products”®' The Agiicultur.il Fsl-iu 
functioned through three main divisions, 20 iegion<il associations, 


520 district associations, and numerous local associations 

The Ftmcltons of the Agncultwal Estate One of the mam dm 

sions of the Agricultural Estate dealt with “man," or personal qiiP 


tions 1 elating to agricultuie It dealt with social relations m agn 
culture, legal matters, the attainment and maintenance of ilic 
pioper attitude and point of view on the pait of the faimeis, and 
farm problems involving peisons, the selection and settlement of 
new peasants, and land reclamation piojects The admimslintion ol 
the Hereditary Faim Act was earned on through this main division, 
but labor problems in agriculture were handled m other was', 
since the Agricultuial Estate belonged to the Labot Fioiit 
second mam clivision dealt with "tlie estate,' or with (juestioiis o 


agricultural pioduction It contiollcd all functions and atti'itiv| 
basing to do with the faim .as a produciisc cnicipnsc It tonitol t' 
piofcssional education, faim schools, .igiiculttiial srienrr and C' 
pciimental stations, the functions of agiicultural chainhcrs .in sn 
cietics, and the agricultuial portion of the Gcimaii economic sc 


sufficiency progiam 

The thud main disision of the .\grKultmal EsMte had todom 
"the market" and contiollcd the m.my maikctmg assoi laiions idin * 
had been set up foi specific faim pioducts 1 he maikciing 
lions foi specific products wcic oig.ini/cd along regional lint' 
the regional disisioiis ucrc combined into ccnttal issori itions it ^ 
supers iscd and controlled distribiitnc .>rtnitits all the 
iciiial piodiiction to sale to tlu final ronsumcr, including fiiifw^* ^ 
and Cl edit matters in connection v iili marketing Opf tatmi'’ ti'U'’ 
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horizontal fcdciations of cntcipuscis who wcic at given stages oL 
the pioductivc pioccsscs, they saw to it tliat tudmg and niaikcting 
went on in accoidancc with lulcs of fan competition, stnndaids ol 
quality, and labels of quality idcnurication They had the powci 
to license new entci puses oi cuensions of CMSling productive 
faciliues They had some conuol ovci pioduction aieas, conditions 
and tcims of deliveues, costs of piotliiction, puces, ,idvci using 
allowances, and piofit margins of wholcsalcis, ictailcrs, and mami- 
factureis 


In addition to tiie marketing associations, goicinmcnt boaids 
were set up which also had powers m connection with the conuol 
of puces received by faimcis and proccssois of faim products and 
were responsible for the importation and cvpouation of faim prod- 
ucts The goicinmcnt boaids were also tiading agencies whicli 
bought and sold both domestic and unpoi ted fai m pi oducc Anyone 
who wished to sell impoucd food in Gciniany had to obtain a 
permit from the appiopiiate goveinmciit boaul and was required to 
turn over to die board the dilfcicncc between the cost of the im- 


ported good and the highei price which prevailed in Gcimany 
Domestic produceis also needed pcirnm to sell laim pioducis and 
could be compelled to sell speafied quantities of foodstuffs to the 
boaids at fixed puces In 1942, a new decree piovided fines up to 
100,000 marks, mipusonment, oi even the death penally, foi faim 
Foducers who failed to turn over then marketable surpluses to the 
proper agencies of the government Since they contiollcd the quan- 
titira and puces of impoucd faun goods, the domestic suipluscs of 
such poducts. and die evportation of goods not needed at home, 
he government boaids w'cre able to exercise a sliong innuencc on 
tte domestic prices of these goods To add to the contusion, how- 

Suets hSTTT f 

P n adjustment wiUi those of the 

■“ Of pnee 

The amis of the Nans with 

daemon prSfrd t 

pTmsST'T creation of a 

occLt, J fi i^peafic results~)i\ity of 

occupation, fixity of status, and fixity of residence To adue^thl 
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first of these results, a Hei editary Farm Act was passed whidi 
bound the "lacially puie” Geimans peimanently to tlieir land and 
their occupation Fixity of status resulted from making the fanners 
into a definite and iigid soaal-economic class which occupied a 
position in tlie class structuie of society which could be changed 
only at tlie will of the state For German farmers who came under 
the Hereditary Farm Act, fixity of residence followed rather auto 
matically from fixity of occupation and status Other farmers nere 
controlled by severe restiictions on immigration and emigiation 
and on movements of persons between rural and urban areas 
According to the Hereditary Farm Act of 1933, farms whidi ncie 
large enough to be self-sustaimng, that is, to support a peasant and 
his family, automatically became hereditary fmms if they vae 
owned fay persons who could legally claim the status of peasant 
To be a peasant witliin the meaning of the Act, the farmer had 
to be a Geiman citizen, had to possess an "honorable character," 
and had to be able to show tliat his stock had been racially pure 
since Januaiy 1, 1800 The farmers’ proof of racial purity had to be 
validated by court action The size of the farms could vaiy from 
20 to over 300 acres The farms were inalienable They could not 
be divided up and distiibuted among several heirs, but had to be 
passed on intact, with all buildings and equipment, to tlie eldest 
son or the youngest son, accotding to local custom The hereditaiy 
farms could not be sold to anyone and could not be moitgaged oi 
otlieiwise encumbered fay debt They could not be taken by fore- 
closure under previously existing mortgages The owners of the 
faims could obtain only shoit-term loans, based on then personal 
credit, and not in excess of sums which could be repaid out of cur 
rent crop receipts Thus, the owner could lose his farm only through 
governmental action, which might be taken if he were ineflicicni, 
became incapacitated, or failed to live up to the "peasant houor 
code ’’ As previously noted, the Heieditary Farm Act was adnniu* 
tered through the Reich Agiiailuiral EsUte Disputes concenuns 
inheritance were decided by speaal Estate Courts, wludi wore 
under the contiol of the National Peasant Leader Some G'lO.OOO w 
700,000 farms were actually accepted as lieiediiaiy farms, as com 
pared witli a goal of 1,000,000 
German agriculture, like other phases of economic activity uu‘ 

^Fafcism in Action p 137 
fascism in Action, p 140 
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fascism, appcmcd to be gicatl> ovciKiiganwed In the d 
many divisions, associations, and boards, it seemed difTiciilt to gc 
any deal picture of the actual functioning of the •\giiciiUuial 
Estate In practice, ite opciation was simplci llian it seemed foi it 
was said that 

Tlic Natioml Peasant Lcadei delegates or “cntnists clinics to lus in 
fenor designees, these delegate or ■■entnisf dunes to other >nfcnoi ol- 
ficen At the bottom of the scale the peasant is ■delegated oi cnliustc 1 
the duty of cultivating the land to the niaMmum advantage ol the 
people" In plain language, this means that the National Peasant Leader 
lelb Ins designees vvint they are to do, these tell their mfciior olliars 
uhat to do. and these m turn tell the peasant, accoiding to die avv 
whether and what he ma^ own. may produce, or may sell Since the N.yi 
philosoph) calls for complete “co ordination of spirit and ideas," the 
rame "delegating" or "entiusting" or comiimnrfnig applies to social life, 
leisure time acttvuics, and what the peasant, lus family, and all lural 
labor raa) think, where the) may go, and how tlie) may feel about an) 
thing which affects German), wliidi is cicr) thing This Nati winters refer 
to as the ' new German freedom " 


AgnaiUural Self'Sufftaaicy One objective of boili Italy and Gei- 
many undei fascism was agiicultuial self-sufficiency In Italy the 
campaign for self-sufficiency was typified by the “Battle of the 
Wheat,” whidi was "to free the Italian people fiom the slavery ol 
foreign bread " Italy, tliougli an agricultural counliy, had long ini- 
potted large amounts of wheat foi domestic consumption In the 
cropyear 1922-23, for example, Italian wheat pioduction had 
amounted to 43 9 million quintals, while 31 4 million quintals weic 
imported’® The Battle of the Wheat was intended to incieasc 
Italian wheat production so that the nation would no longer be 
dependent upon imports to any significant extent The weapons ol 
education and propaganda weie poured into the battle, which began 
in earnest in 1925, and the government provided subsidies to stimu- 
late the use of machinery and artificial fertilireis, and established 
low conn oiled puces for feuih/eis and tractoi fuel The govern- 
ment also sponsored the building of silos, the use of selected seed, 
seed sorters, and motor ploughs, and tlie construction of diainagd 
facilities, roads, stalls, and tioughs As these methods suggest, the 
battle had to be won largely by inci easing production per hcctaie 
rather than by bringing large quantities of land under cultivation. 


StrucUirc of German Ji'ascism, pp 25S 256, copyright 
* o .’if'?, ^ PWtn'vaon ol the Viking Press, Inc, New York 

“\V G Wdk, roiciji Cfonoinic Policy, p 195 
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though some land was transfeiied from other uses to wheat-raising 
However, devices such as heavy impoit duties on wheat, compulsory 
pooling of wheat outputs for sale, and flour-mixing regulauons 
which required the use of a lar^e percentage of home-grown wheat 
iveie even more potent weapons than those named above These 
devices, of course, led to high wheat prices which were veiy stimulat- 
ing to domestic production The import duty on wheat itself was 
laised successively fiom 50 to 200 lire per quintal, or from 68 cents 
to 52 70 per bushel and the flour-milling regulations requiied 
sometimes that flour should contain as high as 99 pei cent of home- 
grown wheat 

According to the Fascist leadeis, the Battle of the Wheat resulted 
in a gloiious victory foi Fascism Wheat production per hectaie of 
land, which had averaged 10 4 quintals from 1909 to 1914 and was 
only 9 5 quintals in 1922, increased to 154 quintals m 1935 Total 
wheat production, which in 1922 had stood at 88 2 on the basis of 
1909-13 as 100, had i cached 127 1 by 1935 Imports of wheat in 
1934 were 2 6 per cent of tlie 1909-13 average, wheieas in 1922 they 
had been as high as 238 1 pei cent*^ While these lesults seemed 
very encouraging, there were some other factors which led an out- 
side observer to conclude that the Battle of the Wheat actually le- 
sulted in a Pyirhic victoiy for Italy In the first place, Italian agri- 
cultural conditions were greatly upset by the wheat campaign The 
lotation of crops was neglected, and tree crops and livestock raising 
declined Though the Italian climate and soil are well suited to die 
pioduction of fruits, vegetables, nuts, and vines, die same soil cannot 
be used for these a ops and for wheat as well As wheat raising be- 
came more profitable than livestock raising, much pasture land was 
bi ought under the plow Decreased imports of wheat, theiefore, 
were offset to some extent by decreased exports of natural Italian 
[luit and vegetable pioducts and by increased impoits of such 
things as butter, wool, meat, and eggs There is genuine doubt as to 
how much, if at all, tlie wheat campaign impioved Italy's position 
with lespect to self-sufficiency in foods and with respect to the 
balance of international tiade 

The Battle of die Wheat proved to be of little benefit to Italian 
faimers m general The gams iveie realized by the large landownen 
and already prosperous farmers, for only they had much wheat to 
sell at the artificially high prices which lesiilted fiom the whea 

Ibid , pp 191-395 
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campaign Small Italian farmers and tenants consumed ordinauly 
all the wheat which they raised and even had to buy additional 
quantities Thus, increased disparities between the large and small 
farmers and landowners weie pioduced At the same time, the 
effects of the piogram ivere most seiious for urban and lural workers 
and foi consumers in general, since the high puces for wheat had a 
direct unfavorable influence on real wages and standards of living 
It has been estimated that the wheat campaign cost Italian consum- 
ers a net piemium of 32 billion lire for the wheat which they con- 
sumed between 1925 and 1935 and that all this wheat, in the ab- 
sence of the wheat campaign, could have been purchased for two- 
thirds of what It actually cost To put the same thing in anothei 
way, total Italian wheat consumpuon, which had amounted to 
76 6 million quintals in 1924 and 78 9 m 1929, was only 57 9 million 
quintals in 1935 Tlie Italian population in 1935 was 122 9 on the 
basis of 1909-13 as 100, but total wheat consumption in 1935 was 
only 101 6 with 1909-13 as the base period ^ It is clear that the 
Battle of the Wheat was “won'* by reducing consumption as well as 
by inaeasing production In a country such as Italy in which wheat 
IS the mainstay of the people's diet, a victory of this type was bound 
to be costly After 1935, the Italians went on winning the battle. 
With stringent rationing as an additional weapon in years in which 
the CTop failed to come up to expectations, since foreign sources of 
supply were no longer readily available to Italy In 1940 and 1941, 
for example, the wheat crop was about a million metnc tons, or 
12 per cent, below those of 1938 and 1939, but, because of her par- 
ticipation in World War II, Italy had to get along as best she could 
on the basis ol domestic production 

In Germany, the National Socialist plans for general economic 
self-sufficiency (to be discussed in detail in a later chapter) assigned 
a rather important pait to agiiculture, for Germany had normally 
been dependent on other countties for about 20 per cent of her 
food supply as well as impoi tant amounts of agricultural raw ma- 
terials The plans for agricultural self-sufficiency simply involved, 
as in Italy, attempts to inciease farm pioduction For example, 
^ers were asked to double tlie quantity of land used for raising 
fibrous and oil-beaiing plants and to double the numbei of sheep 
raised for wool However, serious obstacles stood m the way of 

MW ^ Corporate Stale m Action, p 104 

Cr WelK, Fascist Economic Policy, p 195 
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increasing agricultuial production When the Nazis came into 
power, about 63 pei cent of all tlie land in Gemany was cultivated 
oi meadow land, 27 per cent was in forests, 6 per cent was used for 
site pm poses, and 4 pel cent was moor and waste land**” While it 
would have been possible to reclaim some of the moor and waste 
land, the costs mvolved seemed likely to be prohibitive Clearing the 
forest land would have helped with oidmary farm production but 
would soon have impaired German self-sufficiency with respect to 
timber Increasing the number of sheep from 3 5 to 50 millions 
would have made Germany self-sufficient in wool production but 
would have required the witlidiawal of much land from ordinary 
agricultural puiposes to be used for pasture 
In general, increased production m one sector of agricultural pio 
duction seemed likely to involve decreasing production in some 
other sector About the only method for ina easing agncultuial 
production in general seemed to be the more intensive cultivation 
of the land already in use However, the German cultivated land 
had been inadequate from the beginning and it was already inten 
sively cultivated Improved metliods of cultivation, on the othei 
hand, would have involved the use of expensive machinery and 
fertilizer, and it was difficult to see how the German farmers could 
obtain these things In spite of all obstacles, however, German 
agriculture made some progress toward self-sufficiency A small 
amount of waste land was reclaimed and brought into use, but 
simple hard woik played the largest part in bringing about m 
creased agricultural production 

Agncultuial Output undei Fascism In Table 11, we show tlie 
production of some leading German agricultural products in the 
late 1930's in comparison with average production from 1932 to 
1937 While the pioduction of some of the products increased moie 
than that of otlieis, the geneial improvement in production is ob- 
vious On the whole, it has been estimated, if the physical volume 
of agiicultural pioduction in 1928 is taken as 100, that foi 1932 was 
106 and that foi 1938 was 115“ Again, the value of all agncultuial 
production in 1939 was one billion maiks (7 per cent) greatei than 
in 1938 and 5 5 billion maiks greater tlian in 1933''- 

30 R A End), The Spmt and SIrurttire of German Tascism, p 2C'i 

31 M Y Swee?), The Structure of the Nazt i:conom\, p 20fl 

32 Facts in Review, June 3, 1940 p 2315 



agriculture 


287 


Governmental aid aUo placed a pait in the piogiess ot German 
agiiculuiie mard selt-sufficicnq’ This aid took the lorin of large 
cash subsidies and other t^pes ot giants Typical o£ the othei 
grants was the governmental piognim tot stimulating hog raising in 
19-10 Early in the year, the goveinment cntcicd into contiacts with 
the farmers which called toi the faimers to raise an additional iVfe 
million hogs to weigh at least 110 kilograms each and for the gov- 


TAltLC II 


PRODUCTION OP SOME LEADING GERiM iN AGRICULTURAL 
PRODUCTS IN RECENT TEARS IN COMPARISON WITH 1932-37 
average production 


Item 

Umt 

1932-37 

Amage 

1938 

1939 

1 All grains 

Million tons 

2577 

26 36 

27 43 

2 Wheat 

Million tons 

5 41 

5 58 

5 59 

3 Rye 

Million tons 

8 88 

8 61 

9 38 

4 Barley 

Million tons 

392 

425 

424 

5 Oats 

Million tons 

6 56 

6 36 

6 82 

6 Other grams 

Million tons 

100 

1 56 

140 

7 Potatoes 

Million tons 

46 8 

509 

515 

8 Sugar beets 

Million tons 

10 9 

15 5 

15 6 

9 Mangolds 

Million tons 

35 3 

38 4 

36 5 

10 Pigs on hand 

Million head 

22 3* 

23 6 

24 8 

11 Sheep on hand 

Million head 

47-* 

48 

49 

12 Hens on hand 

Million head 

85 4» 

88 6 

89 5 


* 1937 figure 

somcEs The Economist, December 9, 1939, p, 376, Portion Commerce 
November 9, 1940, p 251 


1910 
24 60 


600 

200 


Weekl}, 


einment to furnish 200 kilogiams ot bailey or com and 175 kilo- 
grams of sugar-beet flakes foi each hog In December, contracts 
were drawn up for an additional 900,000 hogs“ Again, piogiess 
toward self-sufficiency did not depend entirely on increased agn- 
cultural production, foi natural and artificial substitutes weie 
developed to replace agricultural products in whole or in part 
Large quantities of “acorn meal" were used in making chocolate, 
low quality vegetable fats in making edible fat compounds, mineral 
oils in making soaps, and ai uGciai textile fibers in making cloth “ 
The progress toward agricultural self-sufficiency had the usual re- 

®»roreig» Commerce WeeUy, December M, 1940 and Jnnoai> 4, 1911 
R A Brady, The Spirit and Sliucture of Germiin Etisasm, p 265 
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suits in teims of high prices foi goods, loweied qualities of goods, 
and decreased standards of living for consumers 
The statistics for the output of leading Italian agricultural piod- 
ucts in selected years, as shown in Table 12, indicate the consider- 
able expansion which occuwed in the production of wheat, othei 
grains, sugar beets, and potatoes On the other hand, the production 
of citrus fruits, wine, and olive oil increased only slightly or de 
dined somewhat over the years If statistics for nuts, livestock, and 
other products were shown, they would also indicate stagnation oi 
decline as a result of Fascist emphasis on wheat raising and the pio- 
duction of other common food crops 


TABLE 12 

PRODUCTION OF LEADING AGRICULTURAL COMMODITIES IN 
ITALY IN SELECTED TEARS, 1922-40 



Item 

Unit 

1922 

1927 

1912 

1937 

1 

Wheat 

Million quintals 

44 0 

53 3 

75 4 

80 6 

2 

Ricc 

Million quintals 

46 

70 

66 

74 

3 

Com 

Million quintals 

19 5 

22 2 

30 2 

30 7 

4 

Sugar beets 

Million quintals 

22 6 

20 2 

24 9 

33 1 

S 

Potatoes 

Million quintals 

14 6 

19 5 

28 4 

28 7 

6 

Citrus fruits 

Million quintals 

68 

6 6 

11 6 

6 8 

7 

Wine 

Million hectoliters 

35 6 

35 7 

45 4 

34 0 

8 

Olive oil 

Million hectoliters 

28 

1 6 

23 

30 


SOURCES W G Welk, Fasasl Fconomu Polic}, p 196, Fomgn Cmmrce WeAh 
November 2, 1940, p 205, and the Economiil, March 15, 1941, p 16 


The Status of the Farmers under Fascism A relatively small num 
ber of peasants may have had their hungei for more land satishe , 
some farmers (especially in Geimany) obtained a measure of de 
lelief at the cost of being bound hand and foot m their occupa i 
and residence, and there were higher prices for farm 
those faimers who liad piodiice to sell in Germany and Ita y un 
fascism On the whole, however, fascist agricultural policies i 
little to impiove the lot of tlie small farmers and average wm 
Even the increases in prices of farm products did not su c 
give the farmers an increasing share of the national incom 
Germany, agriculture and forestry received 8 3 per ° 
national income of 46 6 billion maiks in 1933 but m 1938 r 
only 7 3 per cent of a national income of 79 7 billion m 

35 M y Sweezy, The Structure of the Nazi Economy, p 208 
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total numbei of marks leceivcd by Get man agiicultmc and forestry' 
thus inaeased sharply from I'lSS to 1938, but dicii share of the 
national income declined The fasast fat met s paid a paii of the cost 
of the armaments progiam and the construction of facilities foi 
pioduang substitute goods 

On the other hand it must be said that, outside of being subject 
to incieased tegtmcntation and contiol, fascist agiicuhuial policies 
did relatively little damage to the farmets and they suffcicd less 
than most groups in the population undei the fascist icgimc In 
Italy, of couisc, this result svas piactically automatic, foi the status 
of the small and aveiage laimcis svas so losvly in the fust place that 
itsvould have taken cleveily designed policies to do them any gicat 
haim An investigation in the 1930’s established that theic svere 
3,479,000 habitations in the Italian coiinliyside Of these, the m- 
sestigating authorities classified 276,810 as "uninhabitable" and 
739,580 as "almost uninhabitable" About a third of the luial 
population lived in these dsvellings Some 30,000 peisons svere re- 
poited as living in caves and 300,000 to 400,000 in hovels of eaith 
and foliage^'’ The houils ssages of faim labor changed vciy little 
in Italy under fasasm Yeai by yeai they ranged Iiom 1 0 to 1 5 lire 
pel hour foi common male laboters This svas, of course, an liouily 
svage rate of from roughly 5 to 7 5 cents In the face of a constant 
iipsvaid tiend in piiccs in the latei years of fascism, the real svages 
and scales of living of Italian farm workers undoubtedly declined 
somesvhat from their previous losv level 
If any class or group of farmers can really be said to have gained 
under fascist agricultural policies, it svas the relatively small group 
of large farmers in both countnes In the first place, the fasast 
leaders left these faimers i datively undisturbed in the possession of 
tlieir large estates Again, the Hereditary Faim Aa m Germany svas 
supposed to apply only to Earns of 125 hectares or less, but it turned 
out in practice that large estates cosild be made into hereditary farms 
on special application, if the public interest seemed to require it 
lany osvners of large estates, sescidy harassed by oeditoni, sought 
and obtained the prefeircd status provided by the Act In fact, 
‘u several sections of the country, peasants svitli small landholding 
'ere deprived of then lands, which were then combined to form 
•aige scale hereditary farms 

P 201 ^ Italy tork The Amcnnn Book Compan), igjg. 
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Most of the goveinmental cash subsidies to agncultuie weie le 
ceivcd by the large landowneis and piosperous faimeis, and the 
same thing was true of othci subsidies foi the stimulation of agii 
cultuial production undci the self-sufficiency piogiam The policy 
of raising the puces of agncultuial products was not applied uni- 
foimly to all faim commodities Instead the government raised 
puces most for giains and othei commodities that were pioduced 
for the most pait on the large estates, which could make use of 
scientific, mechanired faiming methods Finally, much of the land- 
help, 01 s'lrtually free agricultural laboi service fuinished by the 
government, went to the owneis of laige oi medium-sized farms 
On tlie other hand, the status of lural woikeis and small peasants 
undei fascism is indicated by the sevcie restiictive measuies which 
the government had to impose in order to keep tliese people on the 
land Fascist agncultuial policies, on the whole, can be consideied 
successful only in the sense that they operated to produce a large 
pait of the results which the fascist leaders wanted Howevei, die 
progiam of agricultural self-sufficiency was far from completely 
successful in both countiies, and the people had to go on e\trciiiely 
short rations once they weie dependent entirely on domestic pro 
duction 


QVESTIONS 

1 "Tlie Labor Government has made ambitious general plans for Bnt 
ish agriculture” Explain 

2 "Agriculture, though lemaining under private ownership and oper 
ation, IS thoroughly controlled by die government m Britain under 
partial socialism ” Show whether you agree 

S “Agncultural production was booming m Britain in 1946 and 191/ 
and die goals for 1951-1962 will be attuned easily” Discuss 

4 Describe the aims, methods, and lesults of the fascist policy of land 
leclamation in Italy 

5 What were the objectives of the settlements program in Geimany 
under fasasm? 

6 "The National Socialist settlements progiam was divided into tn® 
sections” Explain 

7 IVhat was the leading problem of the aierage laimers in Geinian) 
and Italy when the fasast regimes came into power? Explain 

8 How was governmental control oier agricultural production secuie 
in Italy under fascism? 

9 Describe the oiganization and functions of the Agricultural Estate 
Germany under fascism 
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10 What iscre the effects of the opeiation of the Heieditar) Farm Act 
m Germany undet fascism? 

11 Hoi\ did the fascists attempt to "hec the Italian people from the 
slavery of foreign bicad?" Explain 

12 ‘Victory in the Battle of tlic When nas \cry costly foi tlic Italian 
people ” Show whether )ou agree 

1*1 “The Battle of the Wheat was won by reducing consumption almost 
as much as by increasing production ” Explain 

14 “The average Italian farmer dcincd great gains from the Battle of 
the Wheat ” Do jou agree? Explain 

15 Discuss the methods and results of the progiam of agricultural self- 
sulficicnc) m Germany undci fascism 

16 What happened to agncultunl production m Italy and Germany 
under fascism? 

17 “Fascist agricultural policies greatly improved tlic economic situation 
of most Italian farmers ’’ Show whether you agice 

18 “If anj class or group of Germ in farmers can really be said to have 
gained undci the policies of fascism, it was the reljiinclj small group 
of large farmers” Show whcthci you agree 



CHAPTER 11 


THE MECHANISM OF EXCHANGE 


Once economic goods have been produced in the moie limited 
sense of the term, some method oi other must be found of getting 
them into the hands of the people who will finally consume tliem 
This pioccss IS usually called exchange, or distribution, though the 
use of the lattei term is inadvisable since it is also used in economics 
to refer to the division or appoi tionment of the national income 
among tlie owners of tlie various pioductive agents The individuals 
who engage in the process of exchange are producers just as much as 
those who actually “make" the commodities in the first place, but 
It IS customary to discuss tlieir activities sepaiately 


Exchange Activities undei Capitalism 

Forms of Orgamzatimi The oigani/ation of exchange actuities 
under capitalism is ordinarily left lathei completely in tlie ban s o 
private individuals and films Wholesalers, jobbeis, letaiers, an 
many other functional types of middlemen may handle comnM hies 
on their way fiom original produceis to final consumeis On e 
other hand, manufactuiers are fiee to try to eliminate one oi moi 
steps in the excliange pioccss if they wish They can attempt to s 
directly to the final consumeis oi operate their own letail so 
The enterprises which operate in the process of exchange may 
oiganized as single entciprises, paitnci ships, corporations, oi - 
operative associations Wholesaler may specialize in a «ngle « 
of products or may cany a number of diffeient classes of P'® 
Retail stores, in similar fashion, may be general stores or dep. 
ment stores whicli handle an almost endless ^ f 

specialty stores whicli deal only m a pa.t.cula. class of 
sL a, mea... ha.dwa.*, o, clothing Indeed iipec,al.y »» o» ” 
handle meiely a part of a paincular cl.a> of meichandnc. 

202 
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mm; shoe, op p-omen's clod.es lnd...doal s»^ Boy “F'oK “ 
mdepcodem units or they may be gl ouped togctlmt m 
or ctaim under rammon owneiship and management StOTes m y 
sell ditectly to customers at a cenual place o! business or they m y 

do business through the mails i 

In all this organization of evcliange activities, there is very httle 
goiernmental interference under capitalism Governmental units 
seldom own and operate entci puses m the general field of exchange, 
and they do not often attempt to control the forms which private 
enterprises take Occasionally, however, a government^ unit will 
attempt to discourage oi eliminate a particular type of enterprise, 
such as chain stores perhaps, by means of dismminatory taxation 
or other devices 

Prices and Pnce Control In theory, the prices at which economic 
goods are exchanged under capitalism are determined by the opera- 
tion of demand and supply forces m die market and not by govern- 
mental action While it desciibes the actual process of price deter- 
mination only roughly and appioximately, a large and elaborate 
theory of price deteimination has been built up in general eco- 
nomics Tins theory attempts to show how prices ate determined 
under all the various maikct condiuons whi^ may pievail, and it 
concludes that the individual enteipiise under all market conditions 
attempts to turn out such a volume of output as will make marginal 
levenue equal to marginal cost, foi this action will lesult eithei m 
maximum profit or minimum loss The whole theoiy of pnce 
determination, however, seems to be stated in terms of the manu- 


facturing, agricultural, or other "foim-production” level, and not 
m terms of the wholesale oi letail level Appaiently it is assumed 
that pnees at the foim-pioduction level, once they have been 
determined on the basis of competitive, monopolistic, oi other con- 
ditions, will be faithfully reflected in the puces chaiged by whole- 
salers, letailers, and othei middlemen for tlie same goods, and that 
the distributive or exchange branches of production are usually 
oigamzed on a competitive basis 
The government of a capitalistic economy seldom attempts to 
control ditectly either the puces of specific economic goods oi the 
puce level for goods in gcneial, but many regulative activities of 
a capitalistic government may have at least an induect effect on the 
prices at which particular economic goods sell In die United States, 
the Sherman Anii-Tnist Act and othci anti-tiust laws, in so fai as 
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tliey aie effective in eliminating oi pi eventing monopolies and 
trusts, may have an influence on the puces ■which consumers will 
pay for a considerable number of goods We should note, howevei, 
that the monopolies and tiusts against which the government pro- 
ceeds aie usually located at the form-production level rathei tlian 
the excliange level The Tedeial Trade Commission was organized 
in 1914 and was given wide poweis to investigate and prevent unlair 
competition in American industry and business Its activities have 
had an undoubted effect on pnces, and some of the practices with 
which It has dealt have been at the exchange level Such practices 
have included the selling of rebuilt articles as new, giving and offei- 
ing to give piemiums of unequal value with tlie paiticulai pre- 
miums received to be determined by lot oi chance, adveitisiiig 
articles for sale at “slashed prices” while in leality usual puces 
are charged, and making false claims of “no extra charge foi nedit 
The control of lailroads, motor carnets, and water carrieis by 
the fedeial government under various transportation acts includes 
the powei to contiol oi actually determine rates and fares cliarged 
to the public by these transportation agencies State governments, 
opeiating through Public Service Commissions, contiol the rates 
chaiged by pubhc utility companies m many cases, along ivith othei 
phases of public utility opeiation The control of public utility 
holding companies by the federal government undei the Public 
Utilities Act oE 1935 may have an effect on the rates paid by 
consumeis for the services of public utility companies The federal 
government opeiates plants for the production of electric powei 
through the Tennessee Valley Authonty and uses these plants as 
“yardsticks” to deteimine how cheaply electric power can be pro 
duced and transmitted and to discovei whethei exisung lates are 
fail and leasonable Public uulity companies in the Tennessee 
Valley aiea have quite commonly discovered, since the government 
plants began to operate, that tliey could affoid to sell electric power 
at rates well below those previously charged 
The codes of fan competition, which weie drawn up foi hundre s 
of industries under the National Industrial Recoveiy Act, had an 
influence on the prices of many goods The anti-tiust laws were 
suspended in so far as any activiues of business men whidi w 
legal under the codes were concerned and many of the codes 
provisions which prohibited the sale of goods at prices below cos 
of production or other piovisions which made pnee control po»* 
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Thefedeial government, operating thiough the Agricultural Adjust- 
ment Administration, does not ducctly detamme the puces ol 
agricultuial products, but no one seiiously doubts that the AAA 
aaeage allotments, marketing quotas, and commodity loans, have 
had a strong influence on the prices o£ farm commodities 
The Robinson-Patraan Amendment to the Clayton Act, passed in 
1936, forbids selleis to charge difleicnt puces to different puichaseis 
of commodities of like grade and quality — ^unless such pi ice dil- 
ferences make only due allowance for diffeienccs in the cost ol 
manufacture, sale, or delivery — ^whenever sucli disaimination would 
lessen competition substantially (1) between any buyei and the 
discriminating firm, (2) between the less-favoicd and the moie- 
favored buyers, and (3) between tlic customcis of those buyeis 
Formerly, manufacturers often maiketcd part of tlieii products at 
regular prices and sold the icmaindcr to mail-ordci houses, cliain 
stores, or department stores at low prices for sale under a diffcient 
name, or otherwise discriminated for oi against these types of 
marketing agencies, as compared with ordinary wholesalers, job- 
bers, and retailers The Miller-Tydings Act of 1937 amended the 
Sherman Anti-Trust Act of 1890 so as to legalize contracts foi tlie 
maintenance of resale prices of bianded articles wherevei sudi 


contracts are approved by state lasvs, as they are practically m all 
states Price<utting on branded articles, and m particular tlieir use 
as "loss-leaders” by chain and depaitment stores, had long been a 
tource of annoyance, both to the manufacturers of the goods, who 
had tried by extensive advertising to build up good will for their 
products at regular retail prices, and to competing independent 
merchants who naturally found their own tiade injured by sucli 
prito cutting In the face of all these examples and others which 
might be given, it seems clear that, while many governmental mflu- 
ences on the prices of individual commodities are indirect lather 
man direct, the notion that the government of oui modern capital- 
stic system leaves the puces of individual economic goods free to 
nd then own lespective levels undei the operation of market forces 
‘“tie more than a polite fiction today 

g'lveinracnt of a capitalistic economy is 
pricel level of 

Sion anW ^ ^ certain powers for controlling the e\pan- 

nd contraction of bank credit by means of laising and lower- 
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ing lediscount lates, engaging in open-maiket operations, laising 
and loweiing the reserve icquiienients which membei banks must 
hold against demand and time deposits, and other mediods Since 
expansions and conti actions in tlie geneial volume of bank a edit 
aie thought to be impoitant in connection with upwaid and doivn- 
ward movements of the geneial pnee level, tliese powers were 
supposed to give the Boaid of Governors, and indiiectly the goi- 
ernment, a considerable iiieasuie of control ovei the general price 
level In actual practice, howevei, attempts to conti ol the general 
price level by these means have proved to be i datively ineffective 

In the emergenc)' cieated by World War II, the federal govern- 
ment soon attempted to conti ol the puces of particular goods b) 
means of price ceilings and otliei devices ^Vhen the United States 
actually entered tlic war, Congiess passed the Emeigency Price 
Control Act in January, 1942, and this made possible tlie direct 
governmental control of puces in geneial In Apiil, 1942, the 
so<alled General Maximum Price Regulation was announced It 
provided that the prices of most commodities and a great man) 
services be "froren" as of March, 1942 Foods of most kinds, clodi 
ing, fuel, furniture, and furnishings, haidwaie and agiiailturai 
supplies, rents, and many other types of goods (both material and 
non-material) were included in the tliousands of ai tides covered 
by price ceilings Later, wages and salaiies and the prices of most 
commodities whidi had been exempted originally from the opeia- 
tion of the General Maximum Price Regulation weie brought under 
control, and our general system of price control became quite 
similar to those which had been adopted cailiei in some of the 
controlled economies 

Opinions differ shaiply as to die success of w’artime price conti ol 
in the United States Some people point with piide to the fact that 
the index numbei of wholesale commodity prices advanced on!) 

29 points from 1939 to 1945, and only 7 points from 1942 to 1945, 
when production, and hence the volume of put chasing pow'cr in 
the country, weie making new high recoids Others, although con- 
ceding that price control stabihred index numbers of puces, con 
tended that it did no such thing foi the actual cost of Jiving, idiich 
increased tiemendously in die face of supposedly stable prices The 
government price indexes took no account of the high, black market 
prices which people had to pay if diey were to secure an) supplies 
of certain scarce goods which virtually disappeaied fiom normal 
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marketing channels Ncithci did the puce indexes show the effects 
ol othei piactices whidi business men devised foi getting aiound 
puce controls Articles of some kinds could be obtained at ceiling 
puces only by buying diem in combination with other goods whose 
puces ivere not conUolled and wcic dieiefore exorbitant Minoi 
changes in auicles converted them into new commodities whose 
puces were not subject to the onginal ceilings Commodities iveie 
upgraded, articles of loweicd quality weie sold at die ceiling pi ices 
foi goods of the old higliei quality, and the quantities contained 
ill packages of some goods weie lediiced while the puces remained 
the same Manufactuieis, given quantities of mateiials to use at 
then disaetion, concentiatcd on die nioie profitable, highei-piiced 
lines lather than the lowci-puctd tyjies of commodities Allowances 
loi tiade-ins were cut to the bone, and formei discounts from 


established puces weie foi gotten As a icsult of such developments 
It is possible to conclude that genet al puce contiol, apait fiom the 
official puce indexes, is not likely to woik too well in an economic 
sjstem m whicli businesses aie pusatcly owned and operated and 
business men are supposed to opeiatc foi profit 
The CotiUol of Conwmption The government of a capitalistic 
economy does not, in geneial and in oidmary times, attempt to 
contiol the consumption of vaiious economic goods by the indi- 
udual utuens Instead, the individual cituens, on the basis of their 


money incomes, are supposed to be able to choose fieely fiom 
among the lanous commodities and seruces which are available on 
the market and cast then “ballots of the market place” for any 
goods which please them and aic within their means Since theie 
IS likely to be gteat inequality in die personal distribution of money 
income undo capitalism, this means that some persons can com- 
mand much gi eater quantities of economic goods than otheis The 
lesuhing apportionment of goods is piobably not of such a nature 
as will pioduce the greatest sum total of want satisfaction m con- 
sumpnon. and tlie goveinment of a capitalistic economy may see 
to leduce inequality m tlie pasonal distribution of money 
the°nm thiough income taxation, but, in geneial, 

m laigest quanuues of economic goods should go 

alt who can command the greatest money incomes 

m severely disappioved in a capitalistic system 

to allocation of quantities of consumers’ goods 

induidual cuwens by means of lationing would be foreign 
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to the natuie of a capitalistic system m noimal times, a considerable 
amount of lationing may be neccssaiy in periods of emergency In 
the yeais after the entry of the United States into World Wai II, 
many commodities were bi ought undei rationing by the federal 
government Gasoline tvas lationed by making small allowances to 
all cai opeiatois foi ordinal y driving and tlien giving additional 
quantities to vaiious types of persons foi ivhom extensive trans- 
portation by automobile seemed to be in the public interest In 
the case of tires, tubes, and new automobiles, no provision at all 
was made foi oidinaiy civilian uses, and the entiie available stocks 
iveie leserved for essential puiposes Sugai, coffee, and shoes were 
lationed among individuals by means of lation books which per- 
mitted the purchase of given quantities in given periods of time 
Meats, fats, and oils, and canned, frozen, and dried fruits and 
vegetables weie rationed on the basis of a complicated point system 
which involved the use of a second set of lation books 
Sudi 1 ationing by physical quanttties is certainly no moie efficient 
than the usual system of rationing on the basis of price changes, 
but It IS thought to fuinish a moic equitable means for shaung the 
limited supplies of various commodities in an emergency period 
However, any notion that it substitutes complete equity among 
individuals for the inequity of opeiating on tlie basis of price 
changes should be abandoned with some haste In our lecent war- 
time expel icnce, faimeis who raised then own meat and were 
overburdened with fruits and vegetables available for canning were 
given just as many meat and canned gpods coupons as the cliff- 
dwelleis in city apartment houses w'ho had to buy their entiie 
supplies of these things Individuals who could affoid to eat out 
most of the time leceived as many lood coupons as those who had 
to do all their eating at home The same sugai coupons were given 
to those who baked at home and to those who pui chased baked 
goods at stoies and bakeiies Unless he could command the luxury 
of a “B card,” the individual who lived tliiee or fom miles from 
his place of employment leceived the same gasoline ration as one 
who lived only a couple of blocks from his work Individuals who 
did not like coffee and seldom lequired a new pan of shoes received 
the same numbei of coupons lor tiiese things as others ivhose tastes 
or needs weie quite dillaent Real equity in i ationing by physical 
quantities would lequne sepal ate consideiation of the situation of 
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each individual or family, but, of couise, the oidinaiy emeigency 
would be over before this could be accomplished 


Exchange ActwUtes iindei Socialism 
and Communism 

Exchange Activities under Soaahsm The transition from capi- 
talism to socialism, as the latter system is visualircd in thcoiy, would 
not altei c\changt activities as much as most people might believe 
To die extent that middlemen peiform essential economic functions 
undei capitalism, these functions would have to be pci formed by 
some agencies oi othei under socialism, whethei oi not tlie agencies 
were called by their capitalistic names Since a socialistic economy 
would make use of money and prices, tlicie would certainly be 
retail stores at which many kinds of economic goods would be sold 
to the consuming public Private individuals might be alloived to 
operate small stores which involved no hired labor and wage slaveiy, 
and many othei stores might be operated by cooperative assoaa- 
tions, but most of die large and medium sized retail stoi es would 
probably be run by some govcinmcntal unite or agencies Thcic 
seems to be no reason why a socialistic economy would not have 
general stoics, department stores, specialty stoics, chain stores, mail- 
order houses, and any other types of stoics which exist in a 
capitalistic economy 

However, it is often contended that there would probably be 
rewer things passing thiough the marketing or exchange mechanism 
under socialism than under capitalism, because more things would 
e furnished directly and fieely to die cui/ens by the government 

charge 

Tauv’^ / 'T communally supplied and consumed 

m any system (such as protection, law and oidcr. factory inspection, 
nd seweis), other intangible satisfactions which must be Ljoyed 

ahvavs sometimes if not 

ch J ,n , mdiMdual atuens dirough sale and pur- 

msura^ as medical service, cducahon 

g, milk, and possibly even meals) ^ In general, free and direct 


foi C\,nmp)e, H D DicMnwh, Economies 0/ Socialism, 


PP 51 59 
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distribution might well be applied to any goods ivhich aie not 
likely to be used wastefully if free and which aie likely to add to 
social welfaie if they aie consumed in inci easing quantities Such 
free, direct distribution would not be lationing, because each indi- 
vidual could obtain all he wanted oi needed of the specified com- 
modities and set vices In the end, howevei, tliere would still leraain 
a considerable range of commodities and services to be bought and 


sold in the exchange piocess 

Although many economic goods would have puces under social- 
ism, both the puces of paiticular economic goods and the level of 
prices in general would have to be under close goveimnental 
contiol It would be incompatible with the natme of a planned 
socialistic economy to peimit the puces ot indnidual goods to be 
determined by the unhampeied action of maiket forces oi to allou 
the prices of things in genet al to find then owm level To solve the 
general problem of puce contiol, the economic planiieis would have 
to see to It that the total money income lemaining m the hands of 
the citizens, allowing foi taxes and other deductions, and available 
foi spending was just enough to take the available quantities ol 
commodities and services off the market at planned prices At fiist 


glance, this would seem to be meiely a problem in aiithmetic, but 
in practice it would be quite complicated The planneis’ calculations 
could be upset at least tempoiarily by the hoarding of moncY 
income or dissipating of hoaided money, and by the failure ot pio 
duction to meet planned schedule of output accurately aftei enough 
money income had been paid out to peimit the pm chase of planned 
quantities of goods Moieovei, it is one thing to give people enough 
money to buy given quantities of commodities but quite anothei 
thing to give them exactly enough money to buy the volume of 
set vices which a given quantity of pioductive facilities will turn out 
Since a moving picture peifoimance may play to 150 oi 300 cus- 
tomeis, a street car on a certain tup may cany 20 or 40 passengeis, 
and a doctor may care foi lO oi 20 sick people in a given P^rjod ot 
time, It is difficult to know how much money income should be 
allowed to people foi the pui chase of services Of course, this pio i- 
lem can be handled in part by removing the puce tag complete V 
from as many seivices as possible The prices of individual goorts 
under socialism would not play the important pair winch is tfici 
under capitalism m the making of general economic decisions ami 
It IS only necessary that the planneis set them at levels which are 
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compatible with the cauying out ol the specific economic plans of 
tlie system for pioduction and consumption Howevet, the lesult 
Mould be no pcifcctly stable puces foi individual goods but lathci 
a pioress of constant readjustment of these puces 
The rationing of consumers’ goods has been a faiily common 
piactice in the economic system of So\ict Russia, but thcie is 
nothing about the iheoictical system of modern socialism which 
implies tliat this piacticc Mill be eithci neccssaij oi desirable 
Modern socialists agice that individuals in then system should be 
gnen money incomes which they can spend ficcly on any oi all 
commodities and services which arc available on a puce basis, and 
that gencial rationing is undcsnablc The question of how much 
ficcdom of consumption choice the consumei would have undci 
modem socialism is a highly coniroveisial one In a capitalistic 
ststem, the individual consmnei can get almost any good pioduccd 
and furnished to him on the maihei if he is able and willing to pay 
enough foi it A socialistic economy, on the other hand, cannot 
undeitakc to furnish the individual with all commodities oi sci vices 


winch he demands, because such a piomisc would be incompatible 
With the planned nature of the economy The economic planneis 
must decide, for bettci oi worse, just what commodities and services 
are svoi th pioducing, and the consumption choices of the individual 
are limited necessaiily to the range of commodities and sei vices 
which the planneis decree shall be placed on the maikct Moie- 
o'er, the individual is limned to a choice of consumcis' goods and 
seiuces in spending his income undei socialism since, witli veiy 
imited exceptions, he is not allowed to acqune productive wealtli, 
such as land and oipital 

On the other hand, it may be aigued that, while the consumei 
un er capitalism has a veiy wide potential or nominal lange of 
consumption choices, most capitalistic consumeis base such limited 
loney incomes that then actual range of consumption choices is 
\ lemc y limned Mink coats and expensive limousines are avail- 

nn capitalism, but they aie not within tlie 

ange of choice of most induiduals Undei socialism, the total range 

wlurh a” limned and many things 

but ti-, ^ capitalism might not be produced at all, 

and incomes of individuals would be i datively equal 

^id each consumer would be able to buy virtually any comm^uy 
0. servtc within the range of things which the piannL saAS to 
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put on the maiket Thus, it may be contended, the actual lange of 
consumption choices would be greatei for most individuals under 
socialism than under capitalism 

Exchange AcUvittes under Comtmausm The question of exchange 
activities under ideal communism can be disposed of biicfly In this 
system, we are told, commodities and services ivould be pioduced 
and (in a sense) exchanged, but buying and selling activities would 
be completely eliminated The only evdiange agencies that existed 
would be public stoiehouses to whicli individuals, who had pro 
duced according to their abilities, i\ould come to help themselves 
w’lthout chaige to commodities on the basis of then needs, and 
other places at which vaiious sei vices would also be dispensed 
•without charge Pi ices and money, along ivitli buying and selling, 
having been eliminated, theie would be no question of controlled 
prices or any other prices Most descriptions of ideal communism 
seem to imply a veiy considerable degiee of standai dization or 
uniformity in consumption, witli people Ining in the same kinds 
of houses, wearing standai dired clothes, and consuming the same 
types of foods However, while the lange of consumption choices 
might be limited undei communism, in compaiison with capitalism 
or even ideal socialism, the plan foi the consumption of everything 
on the basis of needs and without cliarge is tlie veiy antithesis of 
rationing 


Exchange Activities in Soviet Russia 

Early Experiences All private trade in Russia was abolished by 
decrees of April 2 and Novembci 21. 1918, and the distribution of 
commodities to the people was carried on thiough reoiganired con 
sumer coopeiatives and governmental distiibution centers With t e 
introduction of the New Economic Policy -in 1921, private tra e 
and markets came into existence once moie and flouiished great y 
In 1922-23, piivate trade accounted for 75 3 pei cent of 
business, as compared with 14 4 pci cent fot state tiade and 
pel cent foi cooperative tiade- About two-thiids of tlie puvate 
stoies were one-man stalls or shops, and only about 4 per cen 
employed more Uian four selleis => On the whole, puvate enteip^® 
in letailing were tieated rathei badly even under the New Economic 


2 A Babkov, The Development of the Soviet tconomtc System, p 55 
sL n Hubbard, Soviet Ttadc and Distribution, p M 
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Polic) Pinatc tiadeis wac batied fiom otiiei occupations and 
from ttadc union mcmbeiship. and then gcncial posilinu in .i 
socialired econom) was iisky Then business was hainpcicd b\ 
disGiimnator)' laibond latcs and by goscinmcnlal mtcilcicitcc ni 
deciding u Inch distncts should get indtistiial piodiicts and in what 
quantmes And all the uhile the goscinmcnt was cnroinagmg the 
development of cooptiaine stoics and laying the foundations foi 
a laigc scale system of state stoics 

The Growth of State Maihelmg By 1028, ]>inatc iciatling estab 
hshiiienu, while they still made up 77 8 pci rent ol the total 
numbei, liaiidltd only 22 1 pti cent o! the total volume ol business 
Goveinmental stoics had only 15 0 pci cent of die total iiade, and 
coopciatne stoics did the lion's shaic of the business, 61 7 pci cent * 
In 1929, piisale ti.idiiig ss,is again abolished Bj 19‘13, the govcin- 
inental stoics made up 28 pci tent of the total iiumbci and 


contiolled 44 pti cent of the total icuil business, the test being 
handled by coopciativc stoics In 1081, the tight ol the collective 
taiiiis (and of indisidiiai peasants and collective faimers) to sell 
then suipUis pioducc on the collcrtnc faini peasant markets was 
established Competition between tlic coopciativc stoics and govern- 
mental stores continued until September 29, 10S5, when a dcciec 


was issued excluding the coopciativc stoics from the 654 leading 
cities and towns, though they continued to function m ruial areas 
In 1938, thcie wcie 354,700 letail stoies, as compaicd with over a 
million in 1912 The goveinmental stoics handled 59 }>cr cent ol 
the ictail tiade m 1939, the coopciativc stoies 25 4 per cent, and 
the fdim maikets 156 pei cent® 

Cooperatwe Stares The cooperative stores continue to he of gieat 
jmpouance m rural leuiling, handling about 75 pci cent of that 
business, with local coopciativc associations lunnmg from one to 
ve Ol moie stores The stoies aie both geneial and specialized 
wine of the large stoies have then own dames, bakeiies, and manu- 
actmmg plants to supply them with goods Large cooperative stoics 
(With a monthly turnover of 20,000 lublcs oi more) are financially 
monomous, which means that dicy have then own accounts with 
le state bank and deal directly with the commcicial departments 
dustries and othei selling organizations in securing goods foi 


* \ Bn)kov, op at, p 65 
8 1 ’E Hubbird op ci< , p 37 
A Ba>l.ov, op at , p 25t 
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sale to their members Small coopeiative stores s'-e financed and 
supplied with goods by Distiict Unions of Coopeiatives These 
District Unions also opeiate then own stores, which sell a better 
variety and quality of goods than the small coopeiative stoies 
Governmental Stores The stores which are lun by vaiious govein 
mental units are almost all diain stoies, but they fall into seveial 
general types In the first place, many goveinmental stoies are run 
% Torgi, which are autonomous governmental organizations of 
republics or piovmces Some of the stoies undei a Totg may be 
small enterprises which aie completely con ti oiled by the Toig, while 


others are large stoies with independent budgets, diiect accounts 
at the state bank, and an extensive clioice of goods Most of the 
stores operated by Toigi aie specialty stoies In the second place, 
there are some All-Union Toigt, which sell furs, jeivelry, sporting 
goods, textiles and clothing, stationery, and othei ai tides to high 
class consumeis in the laigei cities Thirdly, there are “univeisal 
magazines” or depaitment stoies which operate quite independently 
though they are undei the contiol of various goveinmental units 
Fourthly, the federal government operates a series of All-Union 
Provision Shops These di/fei fiom the stoies operated by Toigi m 
that tliey handle the pioducts of national food industries (such as 
manufactured cereals, patent foods, and canned and presei ved foods) 
while the stores undei Toigi deal more in local fresh produce and 
the products of local food indusuies Both types of stores sell 
oidinary staple foods, liowevei Finally, there are stoies opeiated b) 
the commercial departments of industnes which are under tie 
Ministries producing foods and manufactured consumeis’ goods 
These are often model oi expeiimental stores, which seek to intro 
duce new products and to measuie the demand for vaiious ai tires 
Besides the cooperative stoics, goveinmental stores, and collecti'C 
faim peasant markets, piivatc individuals and producers 
tives in handicraft production aie allowed to sell their own pr 
nets, but private individuals aie not allowed to opeiate trading 
enterprises which buy and sell goods , * „ of 

Centralized Contiol of Marketing In 1930, die , 

goods in internal trade was uansferred from the Commissa 
TvMle to the Commissariat of Supplies Tlie latter 
divided into the Commissaiiat of Internal Tiade and . 

sanatofFoodlndiistiiesm 1934 The Commissariat (latiuMmiMl 

of Internal Trade was reoigani/ed m 1936 so that it conta 
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admniibiiauons, two foi letail uading in dineiciu gcogiaphical 
areas, one foi lestamants. cafes, and public dining lOoms. and one 
foi laihoad buffets, dining cais, and ship canteens and icstanianis 
The functions of the admnitsitaiions in iiucmal tiadc arc siinilai 
to those of the admmisiiaiions m mdusti) Below the adiniiiisua- 
tions ate dcpai tnicnts, which deal with the oigani/ation of tiading 
enteimtscs planning the disttibution of inditstiial finished com- 
modities, planning the distiibiilion of foods planning the tin noitt . 
pcisonnel. conditions of employment, and Mpnal coiisti ucticin ol 
trading units, finance, tiadc insi>cclion. naming and cdiicaliiig 
personnel, statistics, special political dnlits, liansi>oitalion. and 
economic administiaiion Also subsidiary' to the adininisiialions aic 
three all-uniou govei nmenial offices foi wliolesalc uadc iii vaitoiis 
goods, fne all union gosei nniciit.il offiies foi lelail tiading in vati- 
ous goods, and eight special all-union huic.uis There aic also 
similar oi gani/ational hieiai chics in the icpublics, piovinccs, le- 
gions, and cities 

The general principle which the planncis base had in mind in 
connection with tlie distiibution of finished goods has been to saiisly 
the consumption desires of vaiious segments of the population in 
piopoition to then significance to the economy as a whole Assum- 
ing that pioduction in general is faiily well suited to the needs and 
desires of consumeis, the cliief problems in tlic distiibiitioit ol 
goods, apait fiom the geneial one of inducing cffinency in the 
opeiation of the various maikcting entcrpiiscs, have been those ol 
dividing goods among geographical legions so that cfleclivc demand 
in each area is satisfied to something like the same extent, disti ibiit- 
ing goods so that indnstiial woikeis and peasants aic faiily well 
satisfied and continue functioning and furnishing goods to diffcient 
- segments of the population in leasonablc accoi dance with lacial 
and national habits and tastes In tiying to solve these problems, 

, the planners must divide the total goods available into market and 
non-market funds Goods in the non-maikct fund go into industiial 
consumption, foithei processing ot manufactuie. exportation, oi 
consumption by the aimed forces Tlic market fund at the end ol 
the Second Five-Year Plan amounted to about 74 pei cent of tfie 
' total output of consumable goods 

The maiket fund is divided into planned and legulated sections 
on the basis of importance and adequacy of supply The distinction 
between planned and regulated goods is found in the extent to 
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which their distnbution is planned centially The planned goods 
include the more impoitant consumption goods and tlie scarcer 
commodities, and then distnbution is planned by the cential au 
thorities all the way down to then allocation to local trading 
oiganizations The regulated goods aie less scarce or less impoitant, 
and they are merely allocated to the lepublics and central tiade 
organizations, leaving the details of their distribution to be detei- 
mined at lowei levels The maiket fund, of course, is divided among 
the various territorial units of tlie countiy, and the territorial allot- 
ments are divided between the urban and ruial distributive systems 
Finally, the goods aie placed m the hands of actual retailing organ- 
izations and enterprises 

Such matters as the supplying of goods to individual stores and 
the selection or assortment of goods which individual stores should 
caiiy are difficult to plan at national headquarters As a result, 
many stores are given a certain amount of freedom in ordering then 
goods on a contract basis How much freedom an individual store 
IS allowed to have depends on such factors as the size of its turn- 
over, Its importance, and the class of customers which it saves 
Scores are required to post offiaal price lists for their goods, how- 
ever, and there are inspectors to see tliat they abide by official pnee 
and quality standards On the othei hand, the plans set no inaM- 
imira limits on the amount of business which the stores may do 
and they are encouraged to expand retail trade to the greatest 
possible volume Just how well the Russian maiketing system has 
uorked in practice will be seen aftei we have discussed price conuol 


and rationing 

Price Control in Retail Markets It goes without saying that prices 
aie controlled in the Russian planned economy All the really im- 
portant economic decisions aie made by means of economic plan 
ning and not on the basis of puces Under tliese conditions, price 
control is a component part of economic planning in general an 
not something imposed upon an economy whidi would nonnall) 
expected to operate in some otiiet fashion Subject to the genera 
diiectives of the Communist Paity, the power of pnee controMies 
in the Council of People’s Commiss.irs and the State Planning Com- 
mission, though the detailed woik of puce fixing is done at vaiim 
lesels all the way horn the Mimstiy of Trade tlirough repubiitu - 
district and local govci ninciual units to individual trading oig. 
i/ations Retail prices as finally set up, include wholesale price, 
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tuinovcr tavcs, espcnscs 


(and planned piofits) of the letail uade 


operations, and uanspoit expenses ^fr^rtivc 

Retail prices m general aie intended to coiuiol he elTec nc 

demand foi consumers’ goods so tliat consumption iviil ^^p 
svidi pioduction On this basis, the puce of an, gnen 
good should be maintained at sucli a Icsel th.it the i 

estimate of the good’s dcsuability will coincide ruth the avaihiblt 
supply In tins connection, it should be icmcmbeicd that piiccs 
uluch me above oi below the cost of pioduction level do not neccs- 
saiily stimulate oi letard pioduruon The planncis lacne the 
ultimate right to decide what should be pioduccd foi the people, 
and then decisions do not necessarily agiec with the collective 


opinions of tlie people If the consumcis show an increasing 
demand foi some good whose pioduction the planners would 
rathei not expand, effective demand is limited liy laisiiig the puce 
of the good 

Under tlie influence of extreme scarcity, the distiibution of con- 
sumei’s goods undei the Fust Five-\ear Plan and pait of the Second 
Plan was largel, on the basis of rationing Sevcial classes of stoics 
were set up foi selling lationcd goods to diffcieiit classes of pui- 
chascis. and the puces which pi evaded m these stores wcic kept 
\eiy low m compaiison with the prices which would have prevailed 
m a flee inaiket Howevci, it was not always easy to adjust lations 
to compensate foi changes which occuiicd in the pioduction of 
consumcis’ goods, and on the whole thcie wcie not enough goods 
available to use up the entnc raonq’ incomes of the people at the 
low fixed puces foi lationed goods The output of coiisuineis’ goods 
m tel ms of physical units ina eased only slightly, if at all, under the 
First Five-Yeai Plan but the wages and salaues of wroikers loi 
govemmental and cooperative cnteipuses moie than quadtupled 
The workeis often found that theic was nothing on which to sjiend 
the leniamder of then mone, incomes aftei the i aliened goods 
weie puicliased This situation led some wag to icnuik that the 
Russun workers were the nclicst in the woild since they had more 
money than they knew what to do witli 
At any late, the "commeicial” stores which began to develop 
undei tile First Five-Yeai Plan furnished soraetlung of an outlet for 
the suiplus money incomes of the workers since they would sell any 
quantities of goods to any purchasers, though at verj high puces 
The commercial stores handled only 3 per cent of all letad trade in 
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1932, but 15 pci cent in 1933 and 25 per cent in 1934 '' The diflci 
ences in the pi ices of the same goods from the ration stores to the 
commercial stoies weie extiemely laige In Leningrad and Moscow 
in 1931, the ration price of bread in woikeis’ tation stoies was one 
luble per kilogram, but it was tivo rubles in the commeicial stoies 
Sugar was four times as high in commercial stoies as in woikeis' 
lation stores, tea diice times, fish foui times, soap two to five times, 
meat five to eight times, huttei five to six times, and eggs five times ® 
This relationship between prices in the ration and commercial stores 
tended to make differences in leal income among woikeis smallei 
than differences in then money incomes If a woikei who received 
1000 lubles a yeai could spend all his income foi lationed goods 
while one who received 5000 lubles a yeai could spend only 1000 
lubles for rationed goods and had to spend the lemamdei in tlit 
commercial stoies, the difference in leal income between the tw'o 
workers would be neaici two to one than five to one 
With the abandonment of lationing in 1035, both goieinmeiital 
and cooperatne retail stoies began to opeiate on a commercial b.isis 
That IS, they would sell any quantity of any available good to aii] 
purchaser at prices which weie originally in between those winch 
had prevailed formeily in ration and commercial stoies This change 
to the commeicial basis in letaihng was the lesult of many factois 
as wc shall see Under the new system, consumers’ goods were sup 
posed to sell at single government-controlled retail puces, but tins 
did not mean that tlie puces of the same goods weie unifoim all 
oiei the countiy Instead, they were unifoim only within /ones 
Eight zones weic established foi biead and cereal foods fne ioi 
meat and fish, four loi sugai and confectionery, four for vegetable 
oils, and five for butter Differences in puces toi the same goods nw} 
be as great as 25 to 100 pei tent horn die high to the low zones 
The differences are based in pait on nanspoi tation and distubiition 
costs and paitly on otliei coiisideiations sudi as legional sel 
sufficienq or the desire to encourage paiticular lines of production 

oi areas , , 

There is really no pricing problem from the point of view oi 
individual retail enterpiise Both wholesale and letail puces art 
fixed from above and the diffeieiice is the gioss profit of the letai 

■ L E Hubbird, Soviet Ttade and DislttbuUon, pp SS 58 

s \ Yugow, Russia’s Lconomic Tronf foi JPar and Peace, p 200 

'*L 1 Hubbird, Soviet Ttade and Dislrihiition, p 19’> 
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enteipuse From this gross margin, overhead and opeiating costs of 
the stoies must be paid The gross margin is supposed to be so con- 
trived that the retail store which opeiates witli notinal but not ex- 
ceptional effiaency will be able to make a small amount of net 
profit Sometimes the gioss margin has been pei muted to be some- 
svhdt more favorable for some goods than foi otheis, and the man- 
agers of stores, with some fieedom to deteimine the assortment of 
goods which they will carry, have not unnaturally emphasized the 
goods which afford the larger maigins of gioss piofil 
Though prices in geneial as well as those of individual goods ait 
under governmental contiol in Soviet Russia, the geneial pi ice level 
moved upward significantly during the years of planned operation 
from 1928 to 1940 The total monej in cnculation in 1928 was two 
billion rubles, and it was supposed to mciease by not over 250 
millions per year under tlie First Five-Year Plan, or to 3 25 billion 
rubles by 1932 The money actually in circulation by the end of 
1932 amounted to 8 4 billion rubles In 1932 alone, the money in 
circulation increased 37 7 per cent, while the national income in 
terms of goods increased by only 11 2 pei cent The money in circu- 
lation increased further to II 3 billion rubles by die end of 1936, 
after which the publication of statistics on this subject was discon- 
tinued 1® Prices did not skyrocket in this situation, because of gov- 
ernmental control, but there was undoubtedly inflation in the sense 
of a gieat increase in the medium of exchange not accompanied by 
a corresponding increase in the volume of commodities and services 
available foi purcliase and consumption 
It IS difficult to measure the extent to which retail puces rose in 
this period of currency expansion However, one writer has esti- 
mated tlie cost of the "Moscow weekly food basket’’ (as given in the 
ffimily budget submitted to tbe Buicau of Laboi of the League of 
Nations by lepiesentatives of Russian trade unions) for the begin- 
™ng and end of this period The basket cost 2 50 lubles in 1928 be- 
tore the introduction of rationing, but in 1935 it cost 13 38 rubles 
iti t e ration stores and 34 82 rubles in the commeraal stoies The 
monthly wage of the average industiial workei would have boualit 
^ such baskets in 1928, but only 13 9 baskets at the lation stoies 
Z J ^ “nimeraal stores in 1935 « After all the retail stores 

nt on the commercial basis, the puces of some foods remained 

Ceonomre Fronl for War and Peace, p 1« 
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quite Stable from 1935 to 1939 while those of others inoeased 
moderately The market basket cost 19 20 rubles under the umfom 
price system at the end of 1935, 20 80 rubles in July, 1937, and 24 25 
lubles in July, 1939 The average industiial worker, with one 
month s wages, could buy 9 6 baskets m 1936, 13 6 baskets in 1937, 
and 15 7 baskets in 1939 However, prices rose rapidly in 1940, 
and by the end of the year the prices of many foodstuffs were two 
to four times as high as they had been in 1935 The prices of many 
manufactured consumers' goods rose considerably from 1936 to 
1939 Men s suits went up 45 per cent, women’s shoes 60 per cent, 
and woolen cloth 100 per cent 

The inflation of prices which occurred in the Russian planned 
economy is usually attributed to the fact that Russia made large 
increases in industrial production while experiencing constiuction 
costs that were much higher than had been expected and while 
failing to attain expected increases in labor productivity and de- 
creases in costs of production In this situation, the planners may 
have thought that the easiest way out was to permit the prices of 
consumers goods to rise On the othei hand, it is sometimes alleged 
that the Russian planners attempted to use high and rising prices 
as the means of stimulating tlie maximum possible accumulauon of 
capital The inci eases in prices after 1939 were undoubtedly con 
nected with the preparation for and participation in war Whatever 
the causes may have been, it may be true that the significance of 
price inflation is not the same in Russia as in capitalistic countries 
because the government is in control of the distributive system, 
because rationing can be used, when necessary, to make sure that 
the ordinary citizens will be able at least to secure the necessities of 
life, and because there are no private debtor-creditor relations to 
be upset by changes in tlie price level 

Ratwning tn Soviet Russia The First Five-Year Plan provided for 
a high rate of capital investment and a gieat increase in the numbei 
of industrial workers The total money income distributed to the 
population increased sharply, but the quantity of goods available 
for consumption could not be inci eased to the same extent because 
of the heavy capital investments, the expoitation of commodities to 
acquire foreign exchange with which to buy madnnery and hire 
technical experts and tlie many difficulties encountered in trying to 
carry out the plan In the face of the shortage of consumable goods, 
i=/6id, p 209 
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lationing was mtioduced to pt event an extreme inflation of pnces 
and to provide tlie industrial woikeis in the cities with as high a 
standard of living as possible Rationing began in Leningrad in 
Novembei, 1928, and in die next year was extended ovei die whole 
countiy By 1934, about 70 million pet sons weie receiving rations 
In the beginning, rations wcie not thoroughly standardized and 
all membeis of consumer cooperatives had ration cards Four geo- 
graphical classificaUons of lations were set up by 1930, with consum- 
ers m the largest cities getting the laigest lations Tlie holdeis of 
ration cards were divided into seveial classes in 1931 and sepaiate 
lauon stoies were established to serve eacli group Thus, theie weie 
Stores for Commissars, diairmen of die large trusts, leading Paity 
officials, and membeis of central committees of die government, foi 
members of the 0 GPU oi seact police, for favoied mdustiial 
offiaals, saentists, and engineers, for Red Aimy officers, foi woikeis 
m factones producing capital goods, and foi other types of workers 
These different lation stores made it possible to favoi some groups 
at the expense of odiers. by varying the paces or the kinds, quan- 
tmes, and qualities of goods available at die different types of stoies 
Moikcrs in heavy industry were favoied in comparison with odiei 
worken, but the most favored group was composed of leading Party 
members and officials It is sometimes alleged that this latter group 
was always kept supplied with meat, milk, butter, eggs, fresh fruits 
andi-egeubles, cocoa, and chocolate, while many persons received 
only faiead, flour or gram, and a httle sugar In this situation, the 
jw of poverty" on the part of Party members and the restriction 

wort^, mdustiial 

membeVr^ meaningless m practice Ranking Party 

snecial housing, and 

apartmenr*^*^fl* medical attention Having acquired a good 

sJblerrolTf ^ reasonable rental, they were often abfe to 

^Weuooms for more than the rental cost of the whole establish- 

W mdrln?. f fresh fish, flour, meat. 

Some of theie arUrW “ <=°"'”’odities 

tgher ration categories In December. 1932, the issue ol 


), The Dream iT'e Lost, pp 69 70, nnd 223 224 
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ration books to woikeis was turned over to the factories in oidei to 


attach the workers more fiimly to their jobs and cut down labor 
turnover By the end of 1932, about 50 per cent of all manufactured 
consumers' goods and a much higher percentage of foodstuffs were 
subject to rationing 

Under the aicumstances which existed at the time, the rationing 
of foods and othei consumers’ goods was probably desirable, though 
It pioduced some unfortunate results The possession of ration cards 
did not insure the receipt of the lationed commodities unless the 
consumers could find stores in which the commodities were avail- 
able, and this was often difficult to do The Russian consumers, on 
tlie basis of sad experience, distiusted the distributive agencies, and 
the report that a good had become available at pai ocular stores was 
often enough to start a grand lush to purchase it Even the adding 
of a product to the rationed list would usually intensify the demand 
for It both on the part of those who really needed it and all otheis 


who were entitled to buy it As a lesult, the Russian consumers 
spent a great deal of time standing in line at the stores to obtain 
their goods Even relatively pool families, if botli adult membeis 
weie working, often bad to employ domestic seivants in oidei to 
have someone to do then standing in line for them 


It may be noted in passing, however, that goods often appear 
scarcer under a system of rationing by quanuties than under a sj's- 
tem in -ivhidi the appoi tionment of goods among consumeis occuis 
on the basis of price changes When tlie pnce of a commodity is 
maintained at a moderate level in spite of the scarcity of the pro 
uct, the appeal ance of a quantity of it in the stoies may lead fau)c^ 
to stand in long lines waiting foi hours m ordet to buy tlie sma 
quantities whicli they are allotted On the otliei hand, when con 
sumeis’ goods are apportioned on the basis of price changes, the ac 
that the stock of a good is limited will not make people stan 
line to buy it if its price uses sufficiently Consumers with ina 
quate purchasing poiver will leahze that they cannot afford to y 
the good in question and will see that Uiere is no 
in line outside the stores in which the good is avai able 
who can afford it Thus, the capitalistic metliod of apportio g 
goods among the citizens makes it appeal that any arnoun 
good IS adequate to care for the desires of the people who 
IS L E Hubbard, Soviet Trade and Distribution, p 35 
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purchase it, even tliough in reality many people who want tlie good 
are excluded altogether fiom its consumption 
The rationing system in Russia led also to very inefficient letail- 
ing The stoies were duty and unkempt Store employees were al- 
togetlier too few in numbei and seemed completely indifferent to 
the wishes of the customers The buyers were lequired to pay for 
their purchases before selecting diem, commodities which lequired 
wrappmg were left unwrapped, people had to bring then own cans 
or odier receptacles in order to buy commodities which lequired 
these things, and, of course, there was no delivery service There 


were too few stores and too little loom in each one, goods weie not 
maiked with price tags, commodities weie poorly displayed, and 
conditions of storage weie frightful^® It often appealed that the 
goods were just thrown into the stores and many scarce consumers’ 
goods spoiled befoie anyone was able to put chase them All these 
conditions were possible because store employees and officials had 
little personal interest in the business and because, iindei the system 
of rationing, they were sure of their customers’ business no mattei 
how ineffiaently the stores were operated It was difficult to improve 
standards of efficiency in retailing so long as the system of rationing 
remained in operation 


The rationing of bread and flour ended on January 1, 1935, and 
the rest of ±e lationing system was eliminated by January 1, 1936 
After this date, as we have noted, all the stores operated on the 
‘commercial” basis The rationing system was liquidated for seveial 
reasons Foods and consumers’ goods of othei kinds were being pio- 
duced in relatively more adequate quantities by 1935 and it was less 
necessary than formerly to use rationing to insure oidinary people 
the bare necessities of life Opposition to the socialistic regime had 
le out to the extent that it seemed no longer necessary to use 
rationing to favoi certain classes of people With rationing ended, 
aifterences in money wages would repiesent diffeiences in real wages 
more accurately than formerly, and this seemed desirable in ^e 
ight of the Soviet principle' of payment according to work done 
was easier to distribute workers among industries on the basis of 
anin^p”* manipulating rations Finally, 

stores se^Wt?" 

desirpd ^ ^tiy quantities 

ed or available, the managers and employees of retLhng estab- 
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lishments had to attend to business and do their best to attiact 
patronage in competition with otlier stores, for their effiaency could 
now be estimated at least in part on the basis of their volume of 
business and profits 

Evaluatton of Russian Marketing through 1940 In support of the 
Russian marketing system, it must be said that the total volume ol 
letail trade increased by leaps and bounds from 1928 through 1940 
Disiegarding sales on the faim markets, it increased horn 152 
billion rubles in 1928 to 35 5 billion rubles m 1932, 125 9 billion 
lubles in 1937, and 174 5 bilhon rubles in 1940 These figures, of 
couise, are in current lubles and do not show accurately the mnease 
in the physical volume of trade, since prices rose consideiably over 
the period At any rate, the statistics seem to show too much, and 
one might wonder how the total letail trade for 1940 could have 
amounted to 174 5 billion rubles, for state and cooperative stores, 
when the total value of all consumers’ goods produced in the same 
year was only 54 billion rubles The answer is in part tliat the 
value of all consumers’ goods is given as of the completion of their 
manufacture or processing, while large turnover taxes at vaiymg 
lates and other costs are included in the prices of goods sold at 
retail 

In the second place, tliere can be no question that the efficiency 
of Russian retailing impioved over the period m question This, 
m a way, was an automatic accomplishment, because, if the qualitj 
of Russian retailing changed, it had to change for the better Never- 
theless, It is a far cry from the miserable stores of ration days to 
some of the modern retail establishments in the large cities, which 
have large varieties of goods, numerous and attentive sales people, 
tea rooms, restaurants, and nui senes The stores are well deem ate , 
display then goods in modem fashion, engage in some advertising- 
and wiap and deliver purchases « Soviet autlionties claim tliat the 
Russian stoies operate with great efficiency since their costs or 
oveihead and distribution are said to be no more than II oi 12 pet 
cent of sales, while a figure of 25 or 30 per cent is not uncommon m 
the retail establishments of capitalistic countnes"” The Russia 
estimate is somewhat misleading, however, because costs are usua ) 
figured on the gross volume of trade which includes the turnov 

IT A BivVov, The Development of the Soviet PP 235, 2 

iBL E HuW),nd, Soviet Tiade and Distntnition, pp Zll 

i»/b»d,pp 202 201 
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taxes, and costs ate not really comparable as between Russian stoies 
and those oE capitalistic countiies The Russian stoies pay low intei- 
esi on funds boi lowed fiom tlie govcininent and little if any lent 
They caiiy stnallei selections of goods, give no a edit to customeis, 
limit advei using expense to a fi action of one per cent of gioss sales, 
and olten do not even provide delivciy service 
The Russian stoies have some advantages in comparison with 
stores in capitalistic countries, because some of tlie liighei costs ol 
the lattei stores aie unnecessaiy and wasteful The Russian stoies 
can avoid the great and wasteful duplication of pioductive facilities 
m letailing which is so common undei capitalism Because the 
varieties of goods produced in indusuy aie relatively limited, the 
Russian stoies can avoid the unnecessary proliferation of styles, 
shapes, sizes, and colois of goods in which capitalistic stoies indulge 
Finally, die Russian stoies limit then advertising to educational and 
infoimative varieties and do not waste large quantities of money and 
productive agents on advei Using whicli is meiely competitive oi 
combative Thus, the difference m costs between Russian stores and 
those of capitalistic countries is due only in pait to,die fact that the 
Russians underestimate some of Uieii costs The remainder is due to 
the fact that the costs of capitalisuc stores are too high from the 
social point of view 

In spite of some advantages resulting from the elimination of 
competitive wastes, the Soviet Russian marketing system was lai 
from a complete success in the prewai peuod This was due in pait 
to peculiaiities of the Soviet Russian situation and in pait to diffi- 
culties mhcicnt in die operation of any system of laige-scale state 
, marketing In the first place, it was unfortunate that the new Soviet 
marketing system had to be started practically fiom scratch, with 
new principles, new facilities, and new personnel Scarcely any of 
the facilities, owneis, or managerial peisonnel of the foimei system 
of piivate tiadmg were suitable foi the new state markeUng system, 
and the development of the new meant the liquidation of the old 

Again, it was unfoitunate that the foundations of the new market- 
ing system had to be laid in a penod when conditions elsewheie in 
the economy required the latiomng of consumers’ goods Undei 
rationing die new peisonnel developed the habit merely of dis- 
tributing goods to depersonalized lationcaid holders instead ol 
selling them to customers who could buy goods freely in any stoie 
on the basis of prices, quality, and seivice This difficulty went all 
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the way back to the cential headquaiteis of the marketing system 
wheie distiibution plans were made on the basis of an absuact 
avciage consume! All too often the leal consumer was foiced to 
behave like tite average consumer, take what was given to him, and 
accept goods that he did not want in older to acquiie those that 
he did want And the stoie managers, since they did not have to 
worry about tlie tastes and needs of the leal consuineis undei lation 
mg, were caieless about accepting defective and substandaid goods 
fiom the manufactuiing industiies 
Soviet Russian marketing suffered also because, in spite of the 
difficulties piesent in the field, the Russian planners did not see fit 
to devote large quantities of effoit, funds, and raanageiial abilit) 
to Its development The ically laige investments of funds and 


managerial talent occuiied in otlier phases of economic activity, 
such as heavy industry It was inevitable piobably, with a general 
shortage of capital and manageiial ability, that some fields of ac- 
tivity should be slighted, but the lesult was unfortunate fiom the 
point of view of retail tiade Stoies continued to be relatively fcv 
in numbei, and tliey tveie often inadequately staffed and poorly 
managed In any case, howetei, it tvas at the retail level that the 
pioblems created by the Russian government’s economic policies 
came to a head Large imestinenis in heavy mdustiy and rapidly 
expanding pioduction of ca]Jital goods in a backwaid economy weic 
bound to cieate relative shoitages of consumeis’ goods, and Uic 
lesulting dissatisfaction and distrust on tlie pait of the people was 
exposed in their attitudes witli legaid to tlie stores and tlien 
snuggles to get a shaie of the available limited goods 
Finally, it may be questioned whether meichandising (and espe- 
cially the 1 etailing phase) is as well suited to large-scale management 
by the goveinment as is, foi example, heavy manufactuiing nitns 
tiy If 1 etailing lequires quick decisions, flexibility, and ingeinut) 
on the part of store manageis, the operation of retail stoics on J 
tiemendous scale by the goveinment is almost bound to be an 
waid, cumbeisome, and inefficient Thus, in the Russian systm 
small eirors at general headquartcis would deprive ivhole ar 
of ceitain types of goods oi cieate aitificial shortages in , 

though others in the same aiea weie well supplied Seasonal g 
would airive after the season was over, or would be sent 
wiong places Suppfies of goods sent to Uie stoies we. e in 
poorly adapted to local tastes and customs, and goods noiild p P 
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on the shelves m soitie sections ot tl\c countiy while unsatishcd de- 
mands foi the same pioducU ^sould esist m othci ateas 
l£ tlic government set the puce ol a good too low, the Russian 
consumers, with tlieir disuust o£ Uic stoics which had developed 
Irom long sad expeiiencc, would lush in and buy up the entire 
stock of the good before the government got mound to change its 
price If the price of a good was inadvcitcntly set too high, large 
stocks of It would be “fiozen" in die stoics and tic up large sums 
of capital funds before die appiopiiate govciiiniental agency got 
around to reduce die piicc Lasdy, stoic maiiagcis, with little 
chance for personal gam fiom the opeiation of then establishments 
and under ptessure to achieve the planned volume of tuinovcr, 
weie sometimes leiuctant to stock new types of goods because these 
products might move slowly and reduce stoic tuinovcr The piob- 
lemoC getting individual initiative and lesponsibihty on the part 
of management m a government-owned marketing system proved a 
difficult one 

Worsting Developments dunng and after World War IL The 
Russian marketing system, like other piiascs of the country’s eco- 
nomic activities, suffered severe losses during Woild War 11 It is 
reported, for example, that 216,700 shops and stores, or well over 
half the prewar total, were destroyed dunng the wai However, 
the most striking feature of the war pcuod was the ovci whelming 
shoitage of dungs to sell In July, 19H, soon after the beginning ot 
die war with Geimany, it became necessary to reintroduce card 
rationing of bread, butter, meat, tobacco, shoes, clothing, and other 
goods in Moscow, Leningrad, and other centers of population 
Rationing was soon extended to the rest of the country Some of 
the early war rations, such as those of meat, macaroni, and fish, were 
consideiably more generous than those which had prevailed in the 
earlier lationmg period, but othei laiions, such as those of sugar 
and bread, were almost identical with those of the eaiher period In 
the tall of 1941, the oidmaiy industnal worker in Moscow was re- 
ceiving monthly rations of 1 5 kilogiains of sugar (one kilogram ~ 
2 2 pounds), 2 2 kilogiams of meat, 2 kilograms of flour or macaroni, 
24 kilograms of bicad, 0 8 kilogram ot buttei, and 1 kilogram of 
fish“> 


^Soiiiet Russia Toctnv, May, 1918, p 16 
-‘T/ie Nev) 'iojk Time!, September 21, 1941 
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As the war wore on, some of the rations bad to be tightened a bit 
In 1946, It was reported that an office woiker in Moscow received a 
little over a pound of bread per day, and for a month 2 pounds of 
sugar, is/i pounds of fat, 41/2 pounds of grits or macaroni, and 
4f(-, pounds of meat or fish Still later, in November, 1947, it was 
said that the top Soviet rauon, for heavy workeis, amounted to 
only 2340 calories per day Gi owing children received 1114 calones 
and dependents 892 The average for the whole population ivas 
about 1500 ** In the war peiiod, as in the earlier rationing period, 
consumers were divided into several classes for rationing purposes, 


and different rations were assigned to each class 
The puces of all sorts of goods sold in the stores were, of course, 
still under strict governmental control during the war period, but 
prices nevertheless met cased veiy rapidly Aftei the end of the war, 
the prices of many goods tvere ten 01 fifteen times as high as in the 
prewar period An Ameiican conespondent in Moscow repoited 
tliat, at die offiaal rate of excliange between lubles and dollars, 
half-soles for a pair of shoes cost $19, an ice cream bai 20, a 
bottlb of beer $2 25, eggs 90 cents each, milk 80 cents a quart, an 
oidinaiy nickel cliocolate bar ?2 50, and sugar $12 a pound, m 
1946 Another report stated tliat, in 1946, a pan of mens leat er 
slioes sold m the comma aal stores (wheie goods woe sold on an 
unrationed basis as in tlie earliei rationing peiiod) foi flora 810 to 
1600 rubles and an oidinaiy dress brought from 1500 to 2200 rub a, 
while the average woiker's monthly wage ran less than 500 
These prices leflected Soviet Russian production in 1946 oi ano 
one quarter of a pan of shoes and 9 5 meters of cotton cloth per 
citi/en »« Apparently, the Soviet government decided, in the wai 
eaily postwar period as in eailia years, to use using 
means of bringing the large total of money wages 
Russian workers into adjustment with the very limi e PP 
consumable goods turned out by Soviet industiy 
Although some price deci eases were made earhei, me g g 
eral cuts m food prices ranging from 63 per cent or w 1 e 

10 to 15 per cent for meats at the ^ <^Lrabout ra 

not unul Decembei, 1947, that anything could be done 

22 The Champaign Vibana (III) News Gazelle, October 8, 1946 

23 Time, November 17, 1947, p 34 ^ „ no,.»mtwi is 1947 

s*The Champaign-Ui liana (III ) News Gazelle, 

2 s Ibid , October 8, 1946 

-0 Hirry Schwaitz, Russia's Postwar Economy, p 
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tionmg in Soviet Russia At that ume, coincident with a i evaluation 
o£ tlte ruble and issue of new lubles foi old in such a fashion as to 
lelieve the citizens of practically all their hoarded cash and a laige 
part of tlieir bank deposits, the lationing of all food and industiial 
goods was ended Prices went back to a unified system once more, 
instead of having sepaiate and widely varying sets of puces at 
ration and comma cial stores At the same time some changes in 
puces weie announced The price of bread was cut 12 per cent 
undei the old ration price Puces of cereals and macaroni were 
slashed 10 per cent Meats, fish, fats, sugar, confectionery, salt, po- 
tatoes, and vegetables remained at then old ration prices, while the 
puces of tea, milk and some othei items weie increased In 1948, 
however, it was lepoited that Russian consiimcis weie still caught 
in a tight squeeze between food prices two or three tunes as high 
as prewar and earnings that had fallen far shot t of keeping pace 


QUESTIONS 


1 

2 


1 

4 


6 


/ 


“The organuauon of exchange activities under capitalism is ordinar- 
ily left rather completely in the hands of private individuals and 
firms” Explain 

"The prices at which economic goods are exchanged under capital- 
ism arc determined by the operation of demand and supply forces in 
die market and not by governmental action” Show whether you 
agree 

‘‘M,my actnities of the federal goveinment in the United States affect 
the prices of economic goods directly or indirectly ” Explain 
"General price control by the government under capitalism is more 
hkcly to stabilize the official indexes of prices than it is to hold the 
real cost of living of the citizens at a constant level” Do you agree? 
Explain 

Tlie rationing of goods by physical quantities is no more elfiaent 
than fuiomng on the basis of price moiements, but it is certain 
to result m an equitable division of scarce commodities among the 
citizens" Show whether you agiee 

The transition from capitalism to socialism, as tlie latter system is 
Msualued in theory, would not alter exchange acuvitics greatly ' Do 
you aarcc? Explain 

Go\ernrocni,il control oier the prices of particulai economic goods 
and oscr the leiel of prices in general would be mcutablc under 
socialism Show* whether \oij agree 


(U! ) Nai’s Gazelle December IG, 1<U7 

uoirf, Iclmnri jq, 1918 
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8 Does the program of modern socialism call for widespread rationing 
of consumers’ goods by physical quantities? Explain 

9 ‘‘The actual range of consumption choices would be greater for most 
individuals under socialism than under capitalism" Show whether 
you agree 

10 ‘‘Exchange activities would be extremely simple under communism " 
Explain 

11 Describe the deielopment of state marketing in die Soviet Russian 
economy 

12 What is the relative impoitancc of cooperative and governmental 
stores in the Soviet Russian marketing system? 

13 What have been the chief problems in the distribution of finished 
goods to consumcis in Soviet Russia? 

14 What were the chief effects of the rationing of consumeis’ goods in 
Soviet Russia under the First and Second Five-Year Plans? 

15 "In spite of governmental price control, the general price lesel moied 
upsvard significantly under the Five-Year Plans through 1940" Ex 
plain 

16 "Economic goods often appear scarcer under a system of rationing 
by physical quantities than under a system in which the apportion 
ment of goods among consumers occurs on the basis of price changes 
Show whether you agree 

17 "The rationing system in Soviet Russia led to very inefficient retail 
ing ” Why? 

18 What accomplishments would be credited to the Soviet Russian sys 
tern of government-controlled marketing through 1940^ Explain 

19 "The Soviet Russian system of Jaige-scale state marketing was not a 

great success in the period from 1928 through 1940" Do you agree 
Explain , 

20 "The Soviet Russian experience indicates that marketing w a new 
m winch governmental ownership and operation is not likely to e 
highly successful " Show whethei you agree 

21 How does the present Soviet Russian marketing system compare wi 
that winch exists in the United States? Indicate both similarities an 

differences „ ( 

22 Wlnt were the thief developments in the marketing system ot oo 
Russia during World War II and in the immediate postwar yeai 
Explain 
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THE MECHANISM OF EXCHANGE 
(Continued) 


Exchange Activities in Biilain undei 
Paitial Socialism 

Exchange activities constitute aiiothei segment o£ British economic 
life in which the basic entei prises are piivalely owned and hpeiated 
but the activities of these entei puses aie rathei strictly controlled 
tlirough governmental interference and regulation As in the United 
States during the war period, the organization of enterprises m the 
field may be anything whicli their private owners desne, and the in- 
fluence of the government is exeicised through such devices as price 
control and rationing 

Price Control m Britain Gieat Bntain, like othei countries which 
participated in World Wai II, found that wartime shoitages oi 
goods available for sale, in combinauon with unusually laige quan- 
tities of purchasing powei in the hands of the citizens, required the 
operation of a system of price control it runaway inflation weie to 
be forestalled The Butisli system of price control, howevei, was 
considerably less comprehensive than those used by a numbei of 
other countries Prices of essential foods and many otlier so-called 
utility goods were kept low through a strong system of price contiol 
supported by the liberal use of subsidies, but that was about all 
torn mid-1941 on through the war period, accoiding to the official 
story, the cost of living was stabilized at about 30 pel cent above the 
pte wai level 1 Howevei, it was widely admitted that this increase 
n tile cost of-lmng index did not leflect the full actual inciease in 

neitrhx' X thought to be more nearly m the 

g orhood of 50 pei cent And, of course, the use of rather large 

,,, 
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subsidies to keep prices from rising really only shifted increases in 
the cost of living from the consumeis to the taxpayers, instead ol 
acliieving genuine stabilization 

In the postwar penod, the Laboi Government has merely con- 
tinued the system of price control which was already in effect The 
cost-of-living index rose a couple more points by the middle of 1947, 
and a new index of retail prices which was introduced at that tune 
had iisen by 4 pei cent by the end of 1947 * The goveinment made 
It clear that the cost of subsidies, which had i cached £400 million. 


must be loweied, and it started to permit price rises for certain com- 
modities, including even basic foods like bacon or tea, where the 
subsidy had been high In the case of nonessential commodities, or 
those whose supply is difficult to contiol, piices have been left quite 
uncontrolled The government has also followed a policy of deliber- 
ately increasing the puces of some commodities, by means of a 
heavy purchase tax oi inci eased excise duties, in order to absorb 
some of the excess purchasing power of the citizens or to control 
the consumption of the commodities The purchase tax on fur coats. 


for example, is 100 per cent Again, through increased excise taxes, 
the price of a pack of cigarettes was raised from 47 to 67 cents m 
April, 1947, in older to cuitail smoking, which plays a consideiable 
part in connection with British expenditures of dollars The new 
policy of stabilizing wages, announced in February, 1948, seems to 
imply much more stiict control of prices in the immediate futuie 
Rationing in Biitain Duiing the wai peiiod, Britain, like other 
countiies, found it desirable to resoit to physical quantity rationing 
in the case of many commodities as the fairest means of sharing veiy 
limited supplies Since the wai, the Labor Government has found it 
impossible to do away with rationing The industrial production o 
consumeis’ goods has recovered sharply in many lines m the postwai 
period, but the need to export large quantities of some items has 
restiicted the amounts available for domestic consumption Neva 
theless, the quantities available foi consumption have increase 
considerably from wartime levels, and in some cases have ™ 
nmg in excess of prewar supplies, as the data in Table sio 

The case of foods has been something else again In spite o 
creases in agricultural pioduction at home, Britain has 
dependent on foreign sources of supply for large 
and her continuing crisis with respect to international trad 


1 Labor and Industry in Britain, March, 19t8, pp 43, 44 
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HOM£ emUAN SUPPUBS OF SELECTED 
CONSUMERS' GOODS IN BRITAIN 

(Monthly averages) 

Late 

Item 

Prewar 

mo 

1947 

Wool blankets (thousands) 

550 

<149 

502 

Footwear (million pairs) 

107 

89 

112 

Clocks (thousands) 

400 

154 

361 

Tabic cutlery (thousands) 

2000 

830 

881 

Cycles (thousands) 

134 

831 

842 

Radios (thousands) 
souRcc Sla'isttcs m Bntam'i 

145 

Position, February, 1948, p 28 

78 

171 


balance of payments has led the Labor Government on sevetal 
occasions to revise dowmvaid imports, including foods As a result, 
many essential foods remain in short supply, as shown by the data 
in Table 14 

Britain’s latiomng piogiam, as of early 1948, svas extremely 
severe for a peacetime situation Milk, sugar, fats, potatoes, tea, 
and bread were rationed in speafic weekly quantities (bread and 


POOD CONSUMPUOH IN BRITAIN 
(Weekly aserages in thousands of tons) 


Item 

Flour 

Rice 

Sugar 

Fresh and frozen meat 
Bacon and ham 
Fish (filleted weight) 

Butter 

Cheese 

Eggs 

Potatoes 

Dried fruit 

Tea 

Cofice 

Milk— liquid sales 
Milk— used for manufacture 
souacc StaiulKS m Snlmn’i 


m2 

Late 

1947 

93 4 

970 

165 

018 

28 4 

31 5 

32 2 

31 5 

7 85 

3 46 

5 33 

12 87 

318 

4 82 

5 71 

4 00 

48 

42 

83 8 

1384 

3 70 

292 

348 

326 

2 53 

2 55 

92 9 

105 2 

129 

48 

27 



TABLE 14 


193S 

IS 7 
185 
406 
40 5 
1040 
880 
9 65 

362 
86 

58 6 
325 
4 37 
196 
72 0 

363 

!, February, 1948, 
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flour rationing was finally eliminated in late July, 1948) The meat 
allowance had just been cut fiom 24 to 20 cents’ woitli pei peison 
pel week, and tlie bacon ration fiom two ounces to one ounce The 
egg lation was about one a week pei peison, and tlie non-pnoiity 
milk lation i\as two pints a week Childien, adolescents, invalids 
and expectant motheis had special prioiities for milk, eggs, and 
citrus fruits Woikeis in lieav)' industiies weie allowed evtia latioiis 
Shoes, almost all clothing, and household supplies made of tex- 
tiles weie lationed, the chief exceptions being hats, belts, pocket 
books, suspenders, urabiellas, and some heavy textiles Clothing 
rationing was especially severe If a man bought one suit and an 
oveicoat, he xvould have had only enough left of his yeaily coupons 
to acquiie two pairs of socks If a woman bought a coat, a woolen 
dress, a pan of shoes, and two pans of stockings, she had only 
enough coupons left to buy one blouse All nonessential diiving 
of automobiles had been suspended and tlie small basic ration of 
gasoline, whicli had been restoied to all the people after the wai, 
had been abolished in mid-1947 ® We may suppose that the lation- 
ing of goods by physical quanuties is not intended to be a peima 
nent featiue of Biitain's postwai system of paitial socialism, but 
pi ice contiol of some soit will piesumably have to be retained il 
the opeiation of the entiie economic system is to proceed according 
to the economic plans 


Exchange Activities undei Fascism 


The Category Corporattons in Italy Except foi tlie contio 
oiganizations at the top, little needs to be said about the oigamza 
tion of exchange oi maiketing activities in Fascist Italy The 
Italian maiketing system contained middlemen and retail stores o 
all tlie usual types The maiketing enterpiises could be oigamze 
as single entei prises, paitneiships, coipoiations, oi coopeiative asso 
ciations ^Vitli tlie exception of goveinmental monopolies in tic 
sale of sucli articles as salt and tobacco, the Italian goveinment di 
not own and opeiate entei puses in the marketing field Ita m 


i Labor and Industry rn Bntarn, Mirch. 1918, p 13 and ['h> ^ pp 
Bntmn'r Leonomre Position iNew >ork I/""'";'''®" ,g^ but 

H-n The nfomng of clothing «as clinumtcd m ^ 'd lO 

without much benefit to ordimri people, «ho no« “ formcih. 

lefnin from bmmg becmsc prices l^crc so high nither Him, as 

beciuse thej were short of coupons 
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marketing activities, hcnvevci, like other phases of pioductive ac- 
tiMty, came under the categoiy coipoiations which were set up xn 
1931 No separate coipoiations were established foi maikctmg ac- 
tivities Si\ of the 22 coi porations dealt with entci pi iscs established 
for the pciformancc of sci vices, but si\ represented blanches of 
economic activity which involved agricultural, industrial, and com- 
metctal opeiations while the othei ten rcpiesentcd blanches of 
economic activitv inxohing industiial and commetaal opeiations 
only Tims, mai ketingactivi tics xverebi ought iiiidei the coipoiations 
xvliich xvere m chaige of foim pioduction in the various fields by 
giving a few representatives to the enteipnses engaged m trading 
m the vaiioiis ^loducts For evample, in the clothing coiporation, 
there were foui woikers’ and four employers’ leprcsentatives of 
enterprises winch marketed afid tiadcd in clothing pioducts, the 
giain corpoiation included three workeis’ and tluee employers' 
lepiesentatives of firms which engaged in the grain trade, and so 
on In the early days, when the corporations operated more oi less 
as business pressure groups, some of their piopositions and sugges- 
tions to the government concei ned commercial activities Later, the 
degree of governmental control over commercial activities through 
the corporations became as great as the contiol ovei foim-pioduc- 
tion activities themselves 


Control Orgamxattons tn Germatiy As was true in the case ol 
haly, the basic organizations of German marketing under fascism 
ivere similar to those of any modem capitalistic economy Theie 
'svere ail the familiar general types of middlemen, and retail stoies 
o a the usual types evisted The enterprises in marketing could 
e single propnetorships, partnenhips, corporations, or cooperative 
associations, and combinations of marketing enterpiises xvere per- 
itted In lelation to the organizations for governmental control 
n 1 upon the German economy undei Na- 

we?e r"’ ™ general field of maiketing 

he supervision of the Estate of Industiy and Trade and 

GrolL'T^ for Trade, xvhich xvas one of six such National 
Groups The National Group for Trade was divided into Economic 

nom.^r'”'^^ Wholesale Tiade and Retail Tiade, and the Eco- 

TrSr I '' classes of products 

Cllm^ TT represented m the National Economic 

er, the Provincial Economic Chambeis, the local Chambers 
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of Industi y and Commerce, and the Cooperative Council of Cham 
bers of Industi y and Commeice At the top, contiol ovei marketing 
activities was exeicised by the Minister of Economic Affans and, 
in the waitime situation, by the Geneial Council for the War 
Economy On the whole, trade activities weie controlled to about 
the same extent and in about the same ways as those of industry, 
and there seems to be no need to lepeat heie the discussion which 
was presented in Chaptei 8 

Price Control in Italy Italy under fascism fluted with puce con- 
tiol on a number of occasions prior to her entiy into World Wai 
II in 1940 In 1927 when the stabilization of the lira at about 19 
to the dollar made its value in terms of gold and foreign currencies 
somewhat highei than its domestic purchasing power in terms ot 
wages and prices, Italian goods became costly from the point of vieiv 
of foreign buyers, and the effect on Italy’s export trade was disas- 
trous The deflation of domestic prices seemed necessary and the 
government undertook, through a senes of decrees, to produce 
a general reduction in prices, wages, lents, interest rates, and taxes 
in order to reduce pioduction costs and bung Italian prices back 


into adjustment with the world puce structure 
In 1934, prices had staited to rise again and a campaign was 
undertaken to keep the prices of commodities in line with wages 
Early in the year, the government established maximum prices foi 
21 basic commodities, most of which weie foods The Fascist Paity, 
the Federation of Merchants, and the new category corporations 
had chaige of enforcing these maximum prices Late in 1935 when 
recovery from the depression and tlie war with Ethiopia brought 
further upivard pressure to bear on prices, the goveinment set up 
a Central Price Committee, composed of cabinet ministers, repre- 
sentatives of confederations, and other officials, to give Italy a cen 
tial unified system of puce control The Committee dealt piimari y 
with ai tides of mass consumption and left the prices of other things, 


and especially luxuiy goods, unregulated 

In October, 1936, Italy devalued the lira by 40 94 pei cent wi 
the idea of stimulating Italian exports and tourist trade The 
valuation made it necessary for the Central Puce Committee 
double Its efforts to control puces, and it lequired a leport o 
puces as of September, 1936, intending to stabilize prices as near > 
as possible at the levels prevailing at that time Rents an 
public utility rates were completely blocked, the puces 
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{oocU weie allowed to iise very slightly, and those oE othci con- 
sumcis’ goods weie pcimiticd to rise somewhat moic As befoie, the 
puces of lu\uiy goods weie umcgulatcd 
Tlie work of price contiol was tinned over to the Ccntial Cor- 
poiate Committee (dcsciibcd in Clmptci 8) by a dccice of Apiil, 
1937, and die categoiy coipoiauons, die piovincial coipoiate com- 
mittees, and several specialized technical commissions weie to serve 


as advisory and administrative agencies Puce contiols weie to be 
used to protect the pm chasing powci of die masses and to assist 
with the progiam foi economic self-sufficiency Dining all these ex- 
peiiraents with puce contiol aftci 1934, puces continued to rise, 
sometimes slowly and sometimes rapidly Appaiently even goiem- 
incntal price control could not resist the piessuies which resulted 
fioni the shortage of goods occasioned by active piepaiation fm wai 
and the pursuit of self-sufficiency 
Soon after die entiy of Italy into the war, the government undci- 
took to block letail puces at die leicis prevailing in June, 1940 The 
prefects of the various provinces weie instiucted to cnfoice die ob- 


scivance of die decicc which forbade retail puce advances The 
Ministry of Corpoi aliens, to facilitate suivcillancc by the fiscal 
police, specified the exact maigins of ovcihoad and profit allowable 
to mailers m connection with the maikcting of many impoitant 
products Store operators had to be able to show proof of the actual 
wholesale invoice costs of their imentoucs, adding only tianspoi ra- 
tion and packing expense and the tmnover tax Dealers who ob- 
tain^ greater margins than those allowed weie subject to sevcie 
penalties The maigins for stoie operators were fixed uniioimly lor 
a 1 enterprises of a ceitain type, la^e or small They did not take 

opciaung costs of individual dealers 
t the losses which some letail establishments would inevitably 

of retail puces was extended foi the dmation 

^ ^941. an attempt 

nr mechanism for price contiol and the 

Sntrorrrr'* ^ Commuiee for tlie Coordinauon and 

i. Necessity, under tlie 

chairmanship of the Secretary of the Fascist Party The new Com 

P at to mbilia and adp.t woml t, provinca. and lotal 

'oreign Commerce Weekly, Maich 8, 1941, p 899 
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puces by zones, to control national stocks of foods in older to per- 
fect tlieii distribution, and to standardize qualities and types of 
goods ® 

Pnce Control in Germany The speafic control of puces ivas a 
continuing policy of the National Socialist regime in Geimany 
Rising pi ices and wages would have enabled ceitain desiied eco 
nomic adjustments to be made more easily than tliey actually were, 
but the Nazi leadeis appaiently did not daie to permit an open de 
valuation of the maik Besides, rising prices would have ina eased 
the difficulty of maintaining or increasing German exports, they 
would have added to the money costs of the armaments piograni 
and to governmental expenditures m general, and they might have 
increased, instead of restiicting, the demand for limited supplies 
of tangible goods because of the fear of extieme inflation Rising 
puces foi industiial goods would have menaced governmental at 
tempts to help the farmeis Moreovei, fixed low wage rates aie an 
easy and rathei efficient device for limiting consumption and may 
have the effect of increasing the supply of labor on tlie maiket, in 
that more members of families may offei themselves for employment 
and regulai workeis may be induced to put m longer houis m ordci 
to get greatei total ivages 

Puce control under National Socialism began with a deaee ot 
1933 which piohibited increases in the prices of commodities used 
m public works projects Since theie was no general govcinmental 
agency for price control at the time, the enfoicemcnt of the dcace 
was placed in the hands of the caitels or business combinations 
The piohibition against price inci eases was expanded to include a 
necessities of life on May 16, 1934, and before tlie end of tlie year 
to include all commodities and commercial services except t osc 
contiolled by the Reich Food Estate and the Chamber of Culture, oi 
approved for inland shipping by the Ministei of Transpoit Despite 
the prohibition of puce inci eases and the closing of some stores or 
violations, puce indexes continued to use slowly but steadily, an 
in Novembei, 1934, a Commissionei foi Pnce Supervision was ap- 
pointed by Hitler All cartels had to notify the Commissionei of nci' 
price agreements and lestiictions and to secure his approva 
increases in puces The Commissionei was to prevent unfaii comf - 
tition, which included the chaiging of prices which were o 
line v\ ith those of noi mally conducted cnterpiiscs and wind 

‘•foreign Commcice WeeU), August 23, 1911, p 11 
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lelation to costs He also had to approve any price agi cements oi 
uniform bidding in connection with public contracts and enfoicc 
special puce mstnictions relating to goods whose puces wcie 
affected by foreign trade transactions 
Although the powers of the Commissionei weie more effective in 
some fields than in othcis, his woik was done fanly satisfactoiily on 
the whole, and conditions weie so stable that the office of the Com- 
missioner was abolished in July, 1935 In 1936, German prices began 
to move upward again, partly under the influence of increases in 
the woild puces of raw mateuals, and puce control ivas difficult in 
the absence of any central agency iloreover, the Second Foui-Year 
Plan was announced in 1936, and the carrying out of tins plan for 
national economic self-sufficiency rvas certain to cause shortages and 
bung pressuie to beai upon puces Theiefore, the decree which 
piovided for this plan also provided for the appointment of a na- 
tional Price Commissionei, whose power would cover the prices of 
all commodities and services Herr Hitler duly appointed the Pi ice 
Commissioner and placed him under the administration of the Four- 
Year Plan All other offices and agenoes with partial poweis for 
controlling prices were placed under the supervision of the Com- 
missioner 


The first action of the Commissionei, Hen Wagner, was to issue 
the drastic decree of November 26, 1936 which blocked the prices of 
all commodities and services as of die levels that had prevailed 
on October 18, 1936 After the date of the deaee, all price increases 
were illegal unless appiovcd by the Commissioner Corporations and 
other business enterprises could fix, agree upon, or change prices 
(to the disadvantage of consumers) only with the appioval of 
the Commissioner Similarly, producers and dealers could fi\ or 
c ange retail prices to the disadvantage of consumers only with the 
Commissioner’s approval Changes in credit oi delivery conditions 
to the disadvantage of purchasers were prohibited as hidden in- 
creases in prices Finally, no puce-fixing agreement on the part of 
cartels or other associations could remain m effect more than three 
yews without reapplying for the approval of the Commissioner 
1 tie system of price control thus provided foi seemed rather rigid 
in fX attually there were several elements of flexibility 

beraJ Octobei 17, 1936 could 

tober*!'; permission but not above the level of Oc- 

7 In the case of falling costs, or even quite arbitrarily, the 
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Commissioner could decree lowei prices for specific ai tides Price 
reductions of 5 to 10 per cent tvere made in this way foi electrical 
equipment, chemical goods, and docks and watches, 25 per cent foi 
artificial feitilireis, 9 per cent foi staple fiber 8 per cent for akimi 
num, and 10 per cent for flat glass These reducuons brought sawngs 
to consumeis amounting to 0 1 per cent of total letail e\penditiirci ^ 
In the tliiid place, the Commissioner could grant puce ina eases in 
specific cases, if such inci eases weie necessary to tlie firms’ evistence, 
and the need for adjustment tras not the result of obvious inclfi 
ciency oi an over-generous wage policy 

Finally, under a deaee of July 15, 1937, maximum puces foi im- 
ported products were set at the level of actual cost plus economically 
justifiable expenses and profits Margins of cost and piofit wcie 
blocked at the level of the avei age absolute mark-ups pierailmg m 
1936, so that they would not inaease as the foieign puces of ini 
ported goods rose Replacement cost rather than actual cost might 
be used, upon the decision of the Commissioner, in the case of im- 
ported commodities whose prices wcie quoted on oiganncd cv 
changes In similai fashion, it was provided that the prices of com- 
modities made wholly oi partly fiom impoited matcuals could be 
vaiied ivith changes in the prices paid foi these materials, though c\ 
pense and profit margins could not be inci eased Such flexibility 
necessaiy in tlie case of imported goods or commodities made from 
imported materials since the German government was not in a 
position to control the prices of goods produced in otlicr countries 

The puce-stop deciee was extended by the ’IVai Emergency Act 
of 1939 In addition to some impoitant piovisions affecting the 
wages, hours, and n’orking conditions of German labor, tlie Act 
declared tliat all prices and price calculations should be reexamined 
Prices could not be adjusted because of war i isks, though they con ‘ 
be clianged on the basis of actual increases in costs, and ccitaiii var 
taxes could be included in puces In an attempt to secure efficiency 
the principle of uniform prices foi each industry was set up, a'H’ 
prices in gcneial at the level of the average costs of all ilm 
except those subsidwcd by tlie go%cinmcnt Go^einmental subsicii«> 
incidentally, weic gnen to firms piodiicing important commodiu 

undei especially disadsanfageous cost conditions 

Fascist Experiences znith Piicc Control In spite of all the c o ^ 
that weie made, general price control was not a serj gicat su 

fM \\ The StniclMC of the Mazt reonnnn, p 100 
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m eithei fascist countiy In Italy, puces moved upwaid laihei 
sUongly in the period before Woild War II They remained most 
difficult to control in the wai peiiod, although repeated attempts 
neie made to strengthen the meclianism foi puce contiol and Mus- 
solini, like A modem King Canute, hequently rose up and com- 
manded the tide of using puces to stand back In Geimany, when 
the price-stop decree of November, 1936, was issued, it was intended 
that subsequent inci eases in prices should be very limited in num- 
ber Actually the Price Commissionei’s office was swamped with 
complaints and requests foi price adjustments, and many of the 
lequests were granted In fact the Commissioner stated tliat he had 
pel muted adjustments freely in cases in which they seemed to be 
justified The price level continued to move upward, diough slowly 
Over the enure period from 1933 to April, 1941, the mde\ of whole- 
sales prices in general lose from 907 (1913 = 100) to 1119, while 
die index for the wholesale prices of consumers’ goods lose from 
1092 to 147 3 ^ In the latei yeats of tlie war, prices weic not kept 
peifectly stable, but they weie controlled to such an extent that 
inflation was not one of the majoi difficulties of the period, at least 
in so far as the official indexes of prices were concerned 
The reason that price contiol is judged to have been latlier un- 
successful in Germany as well as in Italy is found in the diffeience 
which existed between official indexes of prices or cost of living and 
the real cost of living as experienced by consumeis Quite apart 
bom any permitted increases in prices, there were innumerable 
diiect violations of the maximum prices which had been established 
and black market dealings flounshed The dealers on the black 
market were sometimes ordinary retailers who were willing to take 
die chances involved in selling part of their wares to favored or 
prosperous customers who were not averse to paying extremely 
high prices for extra quantities of goods In fact the retailers were 
almost compelled to violate the law in order to exist, since they were 
lost m a maze of regulations and red tape and since they weie caught 
m a squeeze between fixed retail prices and rising costs of doing 
business They used two faced pnee tags or never seemed to find 
time to place offiaal price tags on their goods, and the prices 
actually charged were often well in excess of the legal maximum 

II Behemoth The Structure and Practice of National Socialism, 
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prices In other cases, the blaclw maiket operators were fly-by-night 
dealeis created by the emergency situation 

The black market violations continued despite the use of seaet 
fiscal police to make purchases m the shops and the severe penalties, 
ranging up to life impiisonment or death, for violations The penal 
ties and attempts at ugoious enfoicement merely made the black 
maiket pnces higher Wartime reports fiom the fasast countries 
told of shoe laces selling at $4 a pair, coffee at $18 a pound, eggs 
at ^>2 16 a dozen, butter and chi^en at $1 a pound, ohve oil at 
$1 per half-pint, chocolate at $6 80 per pound, and a pound of tea 
or a whole ham for $25 « Sucli prices paid in black markets are never 
taken into account m figunng official indexes of prices or cost of 
living 

Besides the permitted ina eases in prices and the direct violations, 
there weie many devices which fasast producers and business men 
used to feather their nests witliin the price-control scheme One 
thing which was difficult to prevent was the combination sale This 
device is illustrated by the case of the Geiman farmer and his dog 
The farmer raised and sold hogs When any one approached him to 
purchase a hog, he would diarge only tlie legal maximum price, but 
would make no sale unless the customer also puichased his dog 
Shortly after the sale was consummated and the dog was set at 
liberty by his purchaser, he would return to his foimei owmei and 
hold himself in readiness for sale with the next hog The effect was, 
of course, to give the faimer more than tlie maximum price foi 


his hogs 

When, as in Italy at times, some prices were controlled but otiios 
were not, the business man could assure himself of a neat profit ) 
refusing to sell a quantity of a commodity whose puce was blocke 
unless the purchaser also acquued a quantity of some other artic e 
for winch a highly piofitabie unblocked puce could be 
In Germany, where all puces weic supposed to be controlled, ti 
inaigin of gam might be mucli gieaiei on one commodii) tlian o 
anothei, and tlie business man would refuse to sell a quantity o a 
article on which his piofit was small unless tlie purchaser bougm 
quantity of anotliei article on which the profit w^s laigei Sucli c 
binauon sales were not legaided as aickct by the fasast auihou ics 
but the difficulties involved in pieventmg them weie gieat, csp 


^The Chicago Ma> 18, 1912 
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f tal ly m cases in whicli the buyeis ot meidiandise were quite willing 
to engage m them 

When the puces of all commodiues and services were supposedly 
fixed as in Geimany, it is still clear tliat they could not be fixed as 
of a given date foi commodities whidi did not exist at the tune As 
a result, manufacturers were tempted to alter their old standardized 
products to some extent so that tiiey would become “new" products 
which were not subject to the old maximum prices Then, when 
die price-control agency got aiound to set a maximum price on a 
“new" product of this hind, the manufacturei would male another 
minor alteration and create still another “new” product, and so on 
Needless to say, the new products were sold at highly profitable 
prices until they too came under control Of course, the fascist 
authorities tried to control this practice, and it was decreed tliat all 
substitute and new products had to be registered and have approved 
prices placed on them before they could be sold Manufacturers 


were required to submit data on the composition of the product 
and on its use or uses, as well as on prices and costs and the methods 
of their calculation Still it was not always possible to keep business 
men from gaming by altering their wares 


Combinations and cartels were often able to get along very wcD 
under the controlled prices They had formerly maintained fixed 
hst-pnees but had allowed varying discounts from these prices in 
periods of prosperity and depression After prices were controlled, 
they received price increases in effect by merely charging the full list- 
prices This practice was forbidden, but it was difficult to prevent 
when buyers were willing to connive with sellers Again, the Ger- 
man consumers found that they had to pay higher prices than 
formerly even though all prices were blocked, for the producers 
ound that high-priced goods, often of a luxury character, could be 
produced with a greatei margin of profit than low-priced staple 
Mticles As the staple qualities of goods at low prices disappeared 
flora the market, consumers eithei had to buy better goods at high 
prices or go without the goods altogether Clearly it is no boon to 
the consumer to have the price of low-grade shoes fixed at $3, if. 
When he gora to the store to male a puicliase, he finds he must buy 
a higher-grade shoe at $6 or acquire no shoes 

in!Si increases could be obtained 

weed and sold Clearly, a producer might profit as much by selling 
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an ai tide of lower quality for the stable pi ice of a good of bettci 
quality as by selling a good of tlie old quality for a higher puce 
In the fascist countiies, deci eases in quality by as mudi as 30 oi 40 
per cent were observed in artides sold at stable puces Such de 
creases in quality were usually not appi oved by the fascist autliori 
ties, but they were rather difficult to detect and pi event in many 
cases When goods were sold by the "package," lather than by defi- 
nite units of weight and measure, producers could sometimes obtain 
a concealed price increase by leduang the contents of the package 
without changing the price or quality of the pioduct And, if all 
othei methods failed, it was difficult to keep a pui chaser from pay 
ing only the legal maximum price for a good and then wagering 
100 marks or lire that the seller could not jump over his own waste 
basket 


Some, if not all, of these practices and lesulting difficulties m 
enforcement are likely to appeal whenever a system of stringent 
govei nmental price control is superimposed on an economic system 
in which productive wealth is privately owned and tlie actual opeia- 
tion of industry and business is in the hands of profit-seeking private 
individuals It should be noted that all the practices studied tend to 
increase the cost of maintaining a scale of living composed of com 
modules and services of given quantity and quality, while none of 
the practices tends to cause even a minor fluriy in the official in- 
dexes of puces or cost of living Wheievei such practices aie wide 
spread, the success of price control cannot be measuied accoiately 
by the official puce oi cost-of-living indexes 
Apart from the question of open or concealed violations, price 
control in the fascist countries produced some pioblems and un 
expected lesults Puce contiol cannot be aimed solely at the achieve 
raent of stable prices, for puce inter-relauonships aie also impor- 
tant In Germany, for example, the farmers were once found to be 
feeding giain, which was needed for human consumption, to the«^ 
livestock because tlie Price Commissioner had fixed the price o 
grain below that of fodder At anotlier time, when the go^mmen 
decided that the price of rye had to be raised for the ® 

farmers but without any increases in the prices of 
sumers, enterprises in brewing, flour-milling, and other fields 
placed under severe handicaps Under a system of puce “nuo . 
companied by rationing, it was found that 
to buy all the goods to which Uiey were entitled and to hoar 
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if thev weie not needed immediately for consumpuon Finally, price 

rl, a^d »n»pondence b=»can — 

asenaes and business enteipuscs conceining thousands o p 
oL real costs and nationally jusufied prices, and the issuance of 
innumerable decrees and instructions by the government 
The Rauomne of Consumei s* Goods under Fascism hilc latt 
mg of an informal soil, through compulsory pooling of aiticles foi 
sale, “guided consumption.” and purchase licenses, had existed in 
the eailier years of fascism, formal and ofSaal lationing of con- 
sumers’ goods began with the entrance of the fascist countiies into 
World War II Long before the war was over, the rations of most 
goods had become extremely limited In Italy, even the initial lation 
of the important alimentary pastes, including macaroni and spa- 
ghetti, was only 4 4 pounds per peison each month, or about a thud 
of normal consumption® The bread ration was eventually cut so 
low that the ordinary consumer could enjoy only the equivalent 
of three one-ounce lolls of dark gray bread daily Meat was seveiely 
rationed both by means of meatless days (sometimes as many as five 
or SIX pel week) and by quantity, with the allowance for a meat-day 
amounting to 30 to 100 grams In this connecuon, meat was taken 
to mean fresh beef, veal, pork, mutton, and goat Salt pork, bacon, 
and game could be served on meatless days, and poultry was some- 
times available, although at one time it could be sold only on one 


day per week 

By February, 1943, or about six montlis before Italy was knocked 
out of the war, it was estimated that the diet of the Italian light 
worker had taken a drop in calories of 45 per cent (67 in fats and 
oils, 42 m carbohydrates, and 37 m proteins) However, the ration- 
mg program was by no means confined to foods, for clothing, shoes, 
leather goods of all kinds, rugs, needles and tliread, pots and pans, 
all machines and tools, fuels, and a whole host of other things, were 
included in the piogram The fuel situation got so tight that the 
Italian consumei s weie allowed to heat then homes only for a 
period of forty days, or fiom, say, December 10 to Januaiy 19, each 
winter And that much bouse-heaong, even in sunny Italy, was fai 
from enough for comfort 


^Fascism m Action, p 163 
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In Germany, supplies of food were somewhat moie adequate, and 
yet rations dwindled considerably as the war went on The meat 
ration fell to a pound per week or less Coffee was rationed at two 
ounces per month and latei replaced by substitutes The egg rauon 
was down to 2 per month, and the buttei ration to 2 ounces per 
week Conditions were much tlie same in the case of other con- 
sumers’ goods Clothing was severely rationed by means of 
cards and a “point” system, and quality deteriorated rapidly Over- 
coats could be purchased only if worn-out overcoats were turned in 
The shoe situation was despeiate People were urged to lay aside 
theii leather shoes ui the late spring and summer and use wooden 
shoes until fall Theie were no ration cards for shoes, but an m 
dividual was permitted to buy new shoes only if he could furnish 
proof that his old shoes were worn out completely and beyond 
lepaii Shoes weie resoled with aitificial rubbei, for there was no 
leather available for the purpose Each man was allowed one three- 
ounce stick of shaving soap every four montlis — a ration which pro- 
duced a temporary boom in the sale of electnc razors To the gieat 
dismay of at least a pait of the populauon, the sales of womens 
hats were discontinued 

Tobacco rations weie extremely limited Men with ration cards 
could obtain only two or three agarettes or one small cigar dailfi 
' and women over 25 years of age were placed on half rations Store 
keepeis were forbidden to exhibit m their show windows any goo s 
which weie not on sale in normal amounts within the stores For- 
merly the storekeepers had been made to keep their windows deco 
lated with samples of scarce goods to give the impiession that these 
goods were still available Restaurants weie compelled to serve a 
feldkueche, or one-dish field kitchen meal, on two days per w« 
Hotels in the large cities were foi bidden to rent rooms for o c 
purposes oi keep guests for more than three weeks at a time ’ 
fuel situation was so bad that only one heated room per ami 
could be maintained during tlie winter months, and some peop 
had been trying to get around tlie restrictions on house-heating y 

living in warm hotel rooms « 

Even shoit rations did not tell the entiie story As tii 
sufficiency piogram substituted ersatz products more and . 

monly for the natural products, tlie quality of many 
goods declined considerably Moreover, it was often impossi 
obtain certain consurtieis' goods at all, whether tie goo 
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rationed oi uniationed, whcthei the potential customets fot ra- 
tioned goods had unused caids oi coupons, and ts’hcthci tlic goods 
were produced by natuial oi artifiaal means Long beCoie tlie end 
of the war, some 80 pet cent of all production fot civilian consump- 
oon had been stopped, and it was dilBcult to find in the stoies sudi 
common ai tides as shoe laces, toothpaste buttons, thread, envelopes, 
paper, paper clips, dust doths, suspcndcis, floor wax, light cords, 
typewriter ribbons, or photogtaphic films*' 


QVCSTIOSS 


1 Indicate the nature and results of price control m Britain during the 
aar and early postwar periods 

2 “The Labor Government of Britain has endeaiored to hold some 
prices down and push others up ” Explain 

3 "In spite of increased producuon, Britain has been unable to aban- 
don the rauoning of many types of goods in the postwar period” 
Explain 

4 ‘The Labor Government of Britain has merely earned over the 
wartime system of rationing into the postwar period " Show whether 
you agree 

5 How were exchange activities subjected to governmental control m 
Italy under fascism? 

6 "Exchange actnmes -were under strict governmental control in Ger- 
nnny under fasosin " Explain 

7 ‘Tasast Italy followed a fluctuating poliq- with regard to pnee con- 
trol Explain 

8 Why did the government of Germany under fascism attempt to main- 
tain stnet control over the genera! price level? 

^ operated m Germany aftet 

extremely effectne m Italy under 

lascism Do you agree? Explain 

11 


12 

13 


■» «.te 

«»«ho'3s for getting 

whLeTyoXe^ 

anH consumers goods was extremely severe m Italv 

and Germany under fascism” Explain ^ 

" The Chicago Tribune, May 18, 1942 
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In passing from comma aal to financial economic activities, we 
may note again that theie aie some general pnnciples in tlie new 
field whicli are valid for any type of economic system Commercial 
a edit, for example, must exist in any economic system which makes 
use of modern roundabout methods of pioduction With the pm 
ductive processes spread over time and carried on to a great extent 
in anticipation of demand, theie is no way to make the incurring of 
•ill expenses or costs of pioduction and the receipt of income from 
sales of finished products coinadc in time Many costs must be paid 
some time before receipts are available from sales In the interim, 
someone must extend commeicial credit, that is, give up goods m 
the present and get them (or some equivalent value) back at some 
future time Such extensions of commercial ciedit may or may not 
involve the existence and operation of commercial banks and ot ler 
credit institutions Sellers of raw mateiials, foi example, might e 
made to deliver then commodities to manufactuiers and waitunti 
finished products had been produced, sold, and paid foi before re 
caving payment for then mateiials Or tlie cential governmen 
might undertake to finance ,all sucli transactions directly As a mat e 
of fact, commercial credit could and would be used even m an ec 
nomic system whicli did not make use of money 
In every economic system, indirect production, whicli makes 
of large quantities of capital goods, is more efficient than direct p 
duction in most types of productive activity But capital goo s 
be used only if “capital” is saved and invested Saving 
existence of surplus income over and above ±e bare 
needs of the people as consumers From the point of view of tio P 
individuals must not consume their entire incomes, but mus 
and invest a portion, i£ capital goods are to be create r 
physical point of view, a pait of the agents of pio uctio 
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disposal of society must be taken away fiom tlie production of con- 
sumers' goods and sen ices and must be directed into the pioduction 
of capital goods In any economy witli fixed quantities of productive 
agents, the cost of creating greater quantities of capital goods is 
found in the necessity of going witliout, foi the present, the quan- 
tities of consumers' goods and services which could have been pro- 
duced with those productive agents ivhich aie actually devoted to 
the aeation of capital goods The cost of capital goods, in othei 
words, IS found in the necessity of abstaining from consumption to 
some extent 

The use of capital goods in production clearly in\olves the exist- 
ence of investment credit Capital goods, such as machines, ,iie 
produced and delivered to the user as of a paiticular time but they 
give off then benefits over an extended period of time and not all at 
once Someone must be responsible for financing the pioduction of 
capital goods and for waiting a long time to receive the benefits 
which the capital goods can create This function is peifoinied by 
the "savers” of the economic system There may be gicat dilleiences 
from one economy to another with regard to the specific methods 
and practices used in connection tvith investment credit An Ameri- 


can coiporation may obtain its investment credit by selling bonds, 
which must be paid off with interest, through an investment banket 
who IS an autlionty unto himself as to whether the funds should oi 
should not be extended to the company A Russian enterpnse ma) 
receive a non-iepayable grant of long-term funds, which bear no in- 
terest, from a governmental bank which extends the funds merely as 
a part of the plan for the whole economy and without any discretion 
as to whether the funds should be extended or as to the amount 
which should be given Undeineath these surface differences, the 
«mple fact is that there is no way m which factories and machines 
ran be constructed and made to yield all tlieir benefits or products 
ramediately Someone must advance funds or economic goods and 
no ^ commercial ciedit, does 

aeduTr? or othzi 

edit institutions, oi even on the use of money in the economy 


Credit, Banking, and Investment under Capitalism 

Banftmg under Capitalism. In a capital- 
y , a great part of the commeraal credit in use is ordinarily 
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^tended by comxneicial banks, tliough some js put out by other in 
s itutions or directly between business enterprises or between busi 
ness enterprises and their final customeis The commeicial banks aie 
usually privately owned, and opeiated for profit, though they are 
otten subjected to a large amount of goveinmental interference and 
control Although the goveinment does not usually own and operate 
commercial banks, it is likely to operate institutions for the purposes 
of central banking, of which purposes one is the supei vision and 
contiol of the piivately owned and operated commercial banks The 
government may also own and operate certain types of credit in 
stitutions which piivate interests eitlier do not furnish at all or pro 
vide m insufficient quantities 

In the United States, much of tlie commercial credit is furnished 
by the roughly 14,200 commeiaal banks in the country About 6900 
of these banks are mernbcis of the Fedeial Reserve System and the 
rest are state-char teied banks The latter banks are subject only to 
such contiol and legulation as the laws of the various states provide, 
but the banks which aie members of the Federal Reserve System 
aie controlled rathei stnctly by various requirements for member 
ship in the system and piescriptions as to methods and practices 
which may be employed Howevei, the banks are owned privately 
and opeiate for profit, and the total volume of commercial credit in 
existence is that which results moie oi less automatically from the 
operations of die commei cial bankers 
From the social point of view, the proper role of commercial 
oedit in a capitalistic economy is a neutial one Commeicial credit 
is a useful instrument foi facilitating the making and carrying out 
of economic decisions winch it would be in the inteiest of society to 
make and carry out even if commeicial credit had nevei been m 
vented. But commercial credit should never be allowed to.affect the 
content and volume of these deasions and activities That is, com 
meraal credit should not be issued in such amounts oi m such waj5 
as will cause prices to rise, profits to increase, production to ev 
pand, and the over-extension of pioductive facilities to take place, so 
that a boom period leading inevitably to depiession is created In 
similar fashion, the conti action of commeicial credit should not be 
a leading factor making £oi business conti action and depiession 
Commercial credit should adapt itself to whatever volume of eco 
nomic activity is generated in tlie economic system It is intended to 
be a lubricant rather than a piime movei 
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Commercial credit, as extended by the commercial banks ol the 
country, has never been able to live up to this ideal m the United 
States That is, the total volume o£ commeicial ciedit has not le- 
mained closely adjusted to the changing volume of economic activity 
in the country, but has shown a tendency to over-expand in periods 
of prosperity and to over-contract m peiiods of depiession It has 
therefore played a leading pait in intensifying and piolonging tliese 
periods Through a succession of laws, tlie federal government has 
attempted to provide methods for conti oiling the expansion and 
contraction of the total volume of commercial credit These 
methods, which operate through the Federal Reseive System, now 
include raising and loivermg the rediscount rates, engaging in open- 
market operations, increasing and decreasing the leseive require- 
ments behind demand deposits, controlling margin lequirements 
and loans on secuiities, and granting or withholding the use of the 
credit facilities of tlie Fedeial Reseive Banks to mcmbei banks ac- 
cording to whether they make pioper or improper use of bank 
credit Tlicrc is no doubt that the use of these devices is able to 
influence tlie total volume of commercial credit, but they do not 
give the goveinment oi the centia] banking authorities the potver to 
decide that the total volume of commercial credit in use m the 
United States at a paiticular time shall be so many dollais’ worth 
and no more The total volume of commercial a edit still depends 
to a significant extent upon the decisions and actions of indimdual 
bankcis In tins connection, it is noiewoiUiy that, when the govern- 
ment wanted to control the puce level in die emeigency cieaied by 
Woiid War II, itiesoiied to a system of direct puce control and did 
not depend on the powers of the Fedcial Reserve System for regulat- 
mg the total volume of commercial credit and indiiectly the price 


While the total volume of commeicial ciedit is paitly under gov- 
cinmciu.il comiol, the distnbution of commercial credit among die 
nusincss and industi lal cniei prises of die country is almost w holly m- 
Jiepcndent of such control Tlie commeraal bankers perfoim the 
uncuon of disii ibming commei cial credit among entci pi iscs and in- 
ns ues on the Iwxis of eiononuc motivation and prospective piofits 
nnd not .iccoidmg lo some plan which takes social need oi desii- 
Ih h conditions of cou.se, the fiims 

be those v I cfftciivclv for commercial acdjt would also 

those whose products weic most needed from a social point ol 
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View, but in actual practice many films may be good ciedit iisks be 
cause of the ready sale of their products even though the pioducts 
aie far from being indispensable to social welfare 
Investment Ci edit and Banking under Capitalism In a capitalistic 
system, large amounts of savings are made by individuals on the 
basis of the relationship between interest rates and other prices The 
necessaiy condition for sucli savings is tliat the interest late be suf- 
fiaent to overcome the time preference of the saveis, or their lather 
natural desiie to consume then incomes at present instead of in the 
future However, many units of savings are quite independent of the 
inteiest rate In this class are savings made to provide for various 
financial emergencies, or “rainy days,” to provide for one's old age, 
to provide for heirs and dependents, or to obtain the power which 
the accumulation of laige means may bring Again, persons with 
very large incomes may save almost automatically because of tlie 
difficulties involved in finding sufficient consumptive uses for their 
incomes Other savings, such as those which result when coipota' 
tions reinvest their earnings instead of paying dividends to the 
stockholdeis, piesumably depend on prospective earnings but not on 
the voluntary decisions of the individuals whose funds are being 
saved Finally, vaiious goveinmental units sometimes collect ta\es 
from tlie citizens and use tlie revenue directly or indirectly for capi- 
tal purposes In sucli cases, of course, the individual citizens are not 
able to decide whether to save or how much to save, foi these c- 


cisions are made for them 

When individuals save, for whatevei reason, they may invest t leir 
savings directly in pioductive facilities or in the secuiities of cor 
porations which will use the funds for the same purpose On le 
other hand, the individual savers may place their funds in 
accounts, insurance policies, oi other uses, m which cases the un 
oidinarily find their way indirectly into investments in pioducm^ 
facilities With large numbers of scattered savers and firms 
of obtaining funds for investment purposes, there is clearly a ne^^ 
for some type of intermediaiy or go-between to bring the savers a 
boi lowers together This lunction is performed to a large 
investment bankeis in a capitalistic system such as that of the 
States Individual enterpusers and paitners must depcn 
upon their own wealth and savings, upon direct 
persons or institutions with funds to invest, and upon t ic re ^ 
ment of their earnings, in satisfying their needs for long-term c< 
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funds MQrco\er, coipoialions do not use the sci vices of investment 
bankas when they leinvest tJicn earnings oi engage m attempts to 
sell tlieir secuutics duectly to the individual sateis But coi jxnations 
obtain laige quantities of long-teim capital funds by selling then 
secuutics with the assistance ol the insestment bankeis 
Investment bankers handle secmity issues for goveinincntal units 
as well as for coipoiations and intend to serve merely as intei- 
mediaries for bringing togcthei the business and governmental in- 
stitntions which desire long-term funds and tlie individuals and in- 
stitutions winch have tliese funds to invest The investment bankeis 
do not evpect, if all goes well, to tie up then own funds foi very 
long m the security issues whicli they sell By peiloimtng then 
functions of investigation, undenmting, and distribution, the in- 
vestment bankeis eventually get the goveinmental and business se- 
curities into the hands of insurance companies, banks, and invest- 


ment trusts, corporauons seeking investment foi surplus funds oi 
accumulating a sinking fund, and individual investois 
From the social point of view, the dungs which we should desne 
from our investment banking system may be leadily stated Fust, 
the system should provide tlie greatest possible degiee of safety for 
the purchasers of securities That is, they should be protected fiom 
seainties that are fraudulent in cliaracter and fiom security sales- 
men ulio greatly overstate die possibilities of the secuuties which 
they sell to die investing public In the second place, investment 
hanking should be earned on effiaendy and in a manner consistent 
With the public welfare This general lequiicmcnt m tuin means 
ree things (1) the i-olume of investment credit should not be so 
^atly expanded at certain times and restricted at others that as 

SivTT" ^"«or m causing business 

tnbm^H ^ u investment aeda must iJc dis- 

tion S seeking a in such a way that the ciea- 

on of productive facilities will be coordinated widi the desires 

trnrr " (3) -vestment banks, in peT- 

perfection with T ^ of 

quendy been more optimistic as to the future of dieii stocU 
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and bonds than the situation has warranted, and many of the se 
cuiities sold to the public have turned out to be woitlilcss or almost 
worthless It is estimated that American puicliaseis lost some 25 bil- 
lion dollais on valueless secunties purchased in the boom period 
pieceding 1929 The total volume of unestment credit has not been 
well adapted to the changing needs of the economy The investment 
banking business has opeiated by fits and starts In boom periods, 
investment credit comes out in a veiitable flood, and at other times 
It dries up to a meie tiickle At times, tlie volume of new investment 
credit has been in excess of the total volume of curient savings avail- 
able for investment, since commercial banks have lent funds to cus- 
tomers to permit them to buy securities on what amounted to an 
installment plan At other times, the total volume of new invest- 
ment credit has fallen fai shoit of cunent savings, and saved funds 
have lain idle in the banks There is little doubt tliat the operation 
of our investment credit system has contributed to business in 


stability 

The disuibution of investment ciedit among firms and industnes 
by profit-seeking investment bankers has not brought a close co 
ordination with society’s needs in all cases Undei ideal condiuons, 
to be sure, the firms and industries whose securities were most at- 
tractive to the investment bankeis from the point of view of making 
money would also be those firms and industries whose productive 
facilities needed most to be expanded fiom the point of view o 
consumers’ needs for finished pioducts In piactice, however, t e 
pursuit of profits may lead to the direction of funds into the con 
stiuction of new palaces for the very iich, instead of the building o 
model apartments for workeis, even though the rich aie ahea ) 
magnificently housed and the woi kers are living in slums 

Finally, investment bankers have requiied sometimes a degiee ^ 
control over coipoiate affairs as a condition of issuing mvestmen 
Cl edit Such contiol may be achieved by having a corporation ap 
point one or moie membeis of the banking firm to its boaid o ■ 
rectors, ostensibly foi the puipose of looking aftei the safety o 
security issues A few yeais ago, it was lepoited tliat one inves m 
house m this countiy, togetlier witli its dependents and 
lepresented by directoiships in corpoiations with net assets o 
74 billion dollais, oi about one-fourth of tlie total of Amenc 
porate assets at die time This power was held by 
sentatives of the banking house who, in turn, held some 245 
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locking directorships in corpoiations^ More recently, the National 
Resources Committee lepoitcd on vaiious ' inteicst gioups which 
combine indusuials, railioads, and public utilities with finanaal 
oiganizations in inloimal communities o£ inteiest The so called 
Morgan-First National inteiest group contained 13 industiials, 12 
public utilities, 5 major lailioad systems, and 5 banks The com- 
pames had total assets o£ over $30,000,000,000 The second, or 
Kuhn-Loeb group, was composed of 5 major raihoad systems, 2 
other railroads, 1 utility, and 1 bank, with total assets of almost 
$11,000,000,000 The smallest of 8 interest groups included com- 
panies with assets of almost $2,000,000,000 ' In such cases, it is sus- 
pected that investment banking houses exerase control poweis tar 
beyond those wliicli are necessaiy and appropriate to tlie simple 
conduct of their own business 

In this discussion, we are not suggesting that investment bankers 
as individuals are either woise oi better than otlier men, or that 
they are peisonally responsible for all the shortcomings of invest- 
ment banking as a phase of economic activity Indeed, a good so- 
cialist might contend that our investment bankers have behaved as 
well as could be expected m a capitalistic system and that tlie faults 
which have developed aie in laige measure chargeable to the capi- 
talistic sj'stem Itself which permits such a vital phase of economic 
activity to be privately owned and operated for profit Wc must also 
remember that our investment banking system has been successful 
m transfemng tremendous quantities of capital funds from savers to 
enterpnses and industries, that most of the uses of investment credit 
have been more or less desirable from the soaal point of view, and 
that the rapid capital development of the United States has been the 
marvel of the world 


The activities of the fedeial government m conti oiling investment 
banking m the United States have been directed almost entirely to 
die problem of providing safety for investors The Securities Act oi 
1933 was intended to piovide full and fair disclosure of the chaiacter 
of securities sold in inteistate and foreign commerce and thiough 
die mails and to prevent fiaud in the sale theieof Issueis of securi- 
ties must file with the Securities and Exchange Commission legistra- 
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lion Maltnitius punidinjr all mfoiinaiion about the set unties which 
nncsiois need i» knov I 'mil these statciiicius ait filed, thcsccun 
lies taiiiuw }« ujI(I oi nffeted foi safe in inuistate tommoce or 
ihiuni-h the mails rin \tt also piosidcd for the dsil liability of 
Mtiiiits issiicis to inststois ssliosuflet losses, piovidtd the legistra 
non siattnu nt. oi the ]iiospecuis olfeitd to imcstors, rontnincd false 
itirorniaiion ot onmitd tniuiial facts ^ he Scaintics Excdiangc Act, 
jiassed in 19 >1, it(|iutcd the iKcnsing of scciiuty exchanges and the 
icgistraium of all sttnius issues sshuh are listed on tlic exchanges 
It also defined, oi gave the Stctiimcs and Exchange Commission the 
powti to defint, tlic functions of biokois. cicaleis, and specialists, 
aiul foili.itle Cel tain tnaniptikiiisc pmciicts on the scturii) ex 
changes, nndci pen.ilts of hcaw fines oi nnpiisonmcnt, oi both 
I he oilitt piohlcnis ni the field of insestnient hanking liasc been 
left \ii tii.dly untcnichcd and u is diflicnh to see what conltl be done 
iliont sonu' of llicni unftss the iiiscstincnt banking nuhisnj wcic to 
be soeiaii/td 


Cudit, Batiliwg, and Invesimnil mule) Soemhsin 
and Commxnnsm 

Coninurcial Cirdtt and ifnnUng 'Ihe niannci ni sshich conimer- 
«ial citdit would bt extended and commercial banking would be 
opciatcd in the economic ssstem of modern socialism can be pre 
dieted in aehnnee at least in general tcims That commcicial cicdit 
would be used goes w’lthont saying Moicovci, suite the functioning 
of commci end ci edit institutions is so inipoi lant to all other types of 
ciiici puses and since a privately owned and opeiated romnteici.il 
banking system could do so inucfi to disiupt tlie opcnition of otliei 
pliascs of economic activity, n is unthinkable that any pait of com- 
meicial banking sliould icmain in piivaic hands undei socialism 
Commcicial banking would need to be taken ovci by the govern 
incnt at an eaily point in the piocess of socialization 

Under socialism, theie might well be a single state bank to cany 
on commcicial banking activities, with as many bianclies as would 
be neccssaiy to caic foi all the short-term credit needs of the system 
All types of films would piesumably have accounts with the state 
bank, and these accounts would be debited foi the vaiious expenses 
of the films and ci edited with their leceipts of money income There 
is no way of know ing w hcthei indiv'iduals would be pcimitted to us® 
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die commercial banking faalities by depositing their money incomes 
and draiMng checks to meet expenses Each firm would probably be 
given an oiiginal deposit or grant of funds, in its account at the 
state bank, for working capital purposes Such a grant would be 
expected to be laige enough to covei the regulai expenses of the 
pioduction period That is, entei puses would normally receive in- 
come from sales before they had entuely used up their balances at 
die bank in payment of operating expenses If various types ol 
emergency situations caused the balances of particular films to be 
almost or entirely used up, these films could borrow additional 
quantities of commercial credit for short pcuods of time from the 
bank The chaiging of interest in connection with commeraal ciedit 
might be desirable from the point of view ol an accurate accounting 
for costs It would make little difference iiom any odier point ol 
view since the government, or the people as a whole, would both 
own and opeiate most industries and fuinish die funds foi purposes 
of commercial credit The status of an enterprise’s account at the 
hank would indicate whether or not the enteipnse was operating 
with planned efficiency 

Since an ideal communistic soaety would presumably try to opei- 
ate without using any money or puces, Uieie would be no com- 
meraal banks in such a system, either operated privately or by the 
government If modern methods of loundabout production were 
used, commercial credit would have to exist in the sense of waiting 
for the future resuiu of producUve activities undertaken in the pres- 
ent, but no suggestion is available as to how the problem would 
actually be handled 


Investment Credit end BanJung Enterpiises under soaalism 
would require large quantiUes of fixed capital equipment, but 
vneuier the capital goods would actually be put thiough the price 
mechanism ivould remain to be deteimmed The capital goods 
ouia be pioduced in sute industries and merely issued to various 
be sndusuies according to plan, without any question 

of fund?' goods or the obtaining 

cL 1 hand, the 

ceft?n?^ ’ ’odustnes, with 

fiom the sale obtained 

tal aoodc ‘^’^‘orpnses needing new capi- 

y The institutions issuing long-term capital funds 
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would certainly be owned and operated by die goveinment and 
ivould give out funds as necessaiy for the fulfillment of the economic 
plans of the system ladiei than on the basis of the pi ospective profit 
ability of the vaiious enteipnses and indusaies Theie would seem 
to be no stiong reason for the state to chaige itself inteiest on funds 
issued to Its own enterprises for long-term capital pui poses oi to 
lequire such funds to be paid back at some future time Investment 
Cl edit would also exist undei ideal communism, since capital equip 
ment would be produced at a particular time and it would be neces 
sary to wait for yeais to get the lesulting benefits However, invest- 
ment a edit in such a system appaiently would not make use of 
prices and money or banking funds 


Credit, Banking, and Investment in Soviet Russia 

The Gosbank In the socialistic system of Soviet Russia, both com 
mercial aedit and commcicial banking aie in use Commercial 
banking is a governmental monopoly opeiated by the State Bank, or 
Gosbank, which has ovei 4100 branches scattered through the 
countiy In addition to granting short-term or commeicial ciedit 
to all types of economic entei prises and clearing accounts between 
these enterprises, the Gosbank has charge of the emission of cur- 
lency, tlie receipt, holding, and disbursement of all funds under the 
unified national budget and local budgets, and the flotation of state 
loans The affairs of the Gosbank are administered by a Council and 
a Board of Directors The Council (composed of the Ministei of 
Finance, the Boaid Chairman of the Gosbank and other banks, and 
othei individuals) guides tlie general policy of tlie bank, appioves 
impoitant decisions, passes on the opening oi closing of branches 
and offices, nominates the Boaid of Directors, and fixes the limits on 
specific-puipose credits, ovei drafts, and cuiient accounts The Board 
of Directois of seven membeis has chaige of tlie detailed opeiauon 
of the bank 

In all, something like 3,000,000 enteipnses have accounts at tlie 
Gosbank All transactions between economic units oi enterprises 
pass thiough the Gosbank and are paid and received by a simpf® 
debiting and crediting of accounts Enterprises are not allowed to 
grant commercial ciedit to each otliei by means of book accounts, 
promissory notes, or any othei devices This inter-entcrpnse credit 
had been permitted at one time but it made the total amount o 
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credit issued difficult to control and inteifeied with planning' 
When one cnteipiise buys goods fioin anothei, its account at the 
Gosbank is debited when it notifies the bank ol its appioval of the 
invoice foi the goods oi authoiires the bank by lettei ol credit to 
pay the account The account of the selling enteipiise is then 
CTedited In eailiei yeais, the Gosbank used to ciedit the sellei’s 
account beloie debiting that of tlic buyci In addition to being 
an unusual accounting procedure, tins piactice lesultcd in many 
abuses on the part of sellers, such as filling oidcrs with substandaid 
goods, charging excessive prices, and disiegaiding delivery dates * 
While all tiansactions betivten entci puses are financed tlirough the 
Gosbank, the individual citi/ens leceive their incomes in cash and 
do their buying and selling by means of cash, for they are not 
allotted to have accounts at the Gosbank 


Giants ond Loans Eveiy new economic cntci prise which is to 
have an account at the Gosbank leceives its oiiginal basic woiking 
capital as a grant fiom the bank out of budget funds That is, the 


enterpiise’s account at the Gosbank is ci edited with an amount 
which is supposed to be suffiaent to enable it to cany on all its 
“noimal" opeiaiions without any need foi boi rowing If the entei- 
prise operates with normal efficiency, us bank account will be le- 
plenished by income fiom sales befoie it is entirely used up in con- 
nection with the payment of oidinaiy operating expenses These 
oiiginal grants of comineicial ciedit do not have to be repaid and 
ear no inteiest In addition to tlicsc non-iepayable giants, the 
Gosbank makes loans to all sous ol entei puses for the purpose of 
handling seasonal requirements and meeting temporary and occa- 
sional needs These loans aie made tor specific purposes and are le- 
payable at a piedetermined fixed date with interest 
The Gosbank makes both planned and unplanned loans The 
P anned loans aie those whicli aie made to covei the values of goods 
^ to meet seasonal needs for pu.cliasmg raw mateiials and 
ofS;.?'^ T ""‘f on the seasonal piocesses 

^edus wMh I’ production 

T goods ate 

actured and finished, or bought and sold Firms in ceitain 
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manufacturing inclusti les may obtain these loans up to 20 pel cent 
of the value of incomplete manufactuied goods and up to 50 per 
cent of tlie value of finished goods leady foi shipment Proem ement 
and sales agencies may leceive credits up to 50 pei cent of the cost of 
goods handled ® The unplanned loans are made in cases in which 
the shipment of goods is hindered or prevented by tiansportation 
difficulties, embaigoes, or the failiiie of puichaseis to honoi in- 
voices, when the noimal opeiations of production are disrupted by 
the failure to receive law materials and supplies, or when goods are 
pioduced which weie not contemplated in the economic plans or 
whose amounts are in excess of planned estimates ' The commeicial 
loans of the Gosbank vary in length fiom 30 days to six months and 
beai interest at rates of 2 to 4 per cent, depending on the type of 
loan 

The methods of the Gosbank in extending commeicial ciedit to 
economic enterprises may seem peculiar at first glance but they are 
actually not very diffei ent from those ivhich are used in the United 
States We often think of American entei prises as always getting 
their commeicial credit from the commercial banks by means of 


loans which are repayable with interest Actually, a new enterprise, 
which IS just being formed and which is not yet in operation or pro- 
ducing anything, might experience great difficulty in obtaining its 
oiiginal fund of woiking capital by means of a short-term loan at a 
commercial bank in the United States Its original funds, both or 
fixed and working capital, are likely to be obtained by the sale o 
securities if it is a corporation To the extent that funds aie obtaine 
by the sale of stocks, they amount to a grant rather than a loan 
which is repayable with interest That is, a leturn does not have o 
be p<ud to preferred stockholders unless it is actually earned, an 
even the presence of available earnings does not necessitate a pay 
ment to common stockholders Moreover, stocks do not obligaj 
tlie coiporation to repay at any time the amounts which the stoc 
holdeis have invested About the only difference between tlie 
Sian and Ameiican systems is that the Russian enterprises rec 
their original giants of woiking capital from the people as a w^ 
through the government, while American coipoiations receiv 
giants from limited gioups of secuuty pui chasers Actually p 
ing enterpiises in both systems, when they need additiona 
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foi temporal)' and occasional puiposes, go to commercial banks and 
obtain loans which aie repayable at definite times with mteiest 
Money tn Soviet Russia Actual money or cash plays a relatively 
unimportant part in the Russian planned economy, as it does in 
most capitalistic economies Paper money and subsidiary coins aie 
provided, in such amounts as aie needed, thiough the Ministiy of 
Finance and the Gosbank Russian money is purely an internal cut- 
lency, and it has been completely lemoved from the influence ol 
inteinational forces, foi Russia maintains a separate raonetdiy unit 
£oi use in the transactions in international Dade, which aie earned 
on by a governmental trading monopoly The domestic cunency is 
all fiduciary money and is not convcitiblc into gold, though Russia 
usually has a consideiable supply of gold on hand The issue of cur- 


lency is planned along witli all odier phases of economic activity 
but the quantity of money is not manipulated in ordei to control 
other phases of economic activity as is sometimes the case with the 
‘‘managed curienaes“ of othei countries Since prices are under 
stnet goveinmental control, ina eases in the total volume of money 
and credit cannot result in the bidding up of prices by any auto- 
matic process, though the planneis may see fit to increase prices as 
the total quantity of money and credit increases The total money in 
circulation in Russia inaeased from a little over 2 billion rubles to 
more than II billion rubles between 1928 and 1936, when the pub- 
lication of staustics on money in cirailation was discontinued » 
Economic Control through the Gosbank The Gosbank is mudi 
more than an agency for issuing amunercial credit and foi clearing 
obligations between enterprises The administration of the bank is 
divided into numerous depaitments for the supervision of oedit 
acbvities and for planning woik m connection with speafic 
Branches of economic activity In fact, the Gosbank plays an impor- 
tent part m connection with economic planning for it draws up a 
hnanaal counterpart of the economic plans of the country in addi- 

oTal M enterprises within their financial 

r».n Gosbank keeps a constant check on the effi- 

ciency wiUi which individual emerpiises opeiate The very status 

o?®™- 

enq « an enterprise is supposed to break even on m operaDons 
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Will grow, but, i£ It opeiates inefficiently and sustains losses, its 
balance will dcciease When an enteipiise’s balance at the bank 
declines without justification, an investigation may ensue and its 
managei may be leplaced 

The Gosbank’s vigilance extends to almost all details of the opeia 
tion of economic entei puses It has insisted on standaid “turnover’’ 
periods, accurate credit alloivances, and the piompt repayment of 
loans It attempts to control the quality and finish of manufactured 
goods and to obtain i eductions in the quantities of defective goods 
produced and in the number of “mistakes” such as those involved 
in shipping machines with impoitant parts missing If a plant is 
iiregular in its manufacturing piocesses, falls short of its planned 
quotas of finished goods, or i uns its proportion of “seconds” or "re 
jects” too high, it can be penalized at once and biought back into 
line by having its supply of funds cut off or leduced In the case of 
procuiement and supply agencies, check-ups by the bank every week 
or ten days are expected to disclose any luegularities which occui 
in purchasing or distribution, and a cuitailment of bank funds will 
force the agencies to use their own funds to lestoie their required 
balances ® 

Ez/aluatton of Rttssian Commerctal Banking The Russian system 
of commercial banking experienced some difficulties and gi owing 
pains during the early years of the planned economy Aftei the 
banks had been liquidated duiing tlie moneyless peiiod of Wai 
Communism, it was a tiying task to establish a large-scale system ot 
commercial banking and make it operate New entei puses in busi 
ness and industry had to become .iccustonied giadually to bookkeep 
ing and using their accounts at tlie Gosbank, and to tying in the 
bookkeeping with the bank accounts The opening of hundieds o 
bank branches and the staiting of hundreds of thousands of ac- 
counts by industrial and commeraal entei puses led to almost end 
less confusion in the absence of a large, named banking peisonne 
In many cases the banks could not even ascertain the status of their 
clients’ accounts when claims came m for debiting and ci editing 
Frequent changes in the mam economic plans of the country were a 
disruptive influence in connection with the financial plans whic 
weie constructed and operated thiough the Gosbank 

On the whole, however, die Gosbank and its subsidiary ^ 

tions have opei ated with considerable success, as is evidence y 

oroieign Commerce lYec/./y, Januar) II, I9«, p M 
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fact that there have been no impoilant diangcb m the Gosbank oi 
Its methods of opeiation in nioic than a decade liic total shoit- 
tcim Cl edit extended by the Gosbank has met cased steadily ovci the 
yeais The system of coniniciciai cicdit ccntciing aiound tlic bank 
seems veiy well suited to the Russian pkinned economy Both the 
total sohimc of mono) and comma cial credit and us distnbution 
among cntci puses and industiics aic in the contiol ol the govern' 
ment and the economic pkinneis, and it should be possible in lime 
to cooidinatc them closely with the gcncial economic plans foi the 
system In other woids, money and aedit seivc as hibiicants of the 
economic machine in Russia They arc not able to mteifcic with 
planned economic deiclopmcnt or influence the content of tlic 
planncis' decisions The results which aic planned may oi may not 
suit the wishes of the indiiidual citi/cns and may oi may not fuinish 
consumers with the higiicst possible standatds of hung, but any 
such faults which develop will not be cliargeablc to tlic system of 
money and comma cial aedit 

The Revaluation of the Ruble Although the comma cial banking 
sy'stcm undoubtedly sustained losses of facilities and pcisonncl dur- 
ing World War II, on the whole it was probably less disiiiptcd by 
the war than any otlier phase of Soviet Russia's economic activity. 
About the only postwai development in tlic field noiv undci discus- 
sion which needs to be recorded hcie was the icvaluation of the 
ruble During the war peiiod large amounts of cash had been paid 
to the Russian citizens foi their services in pioduction, while at the 
same time only icry limited quantities of consumers’ goods had 
been available for them to put chase As a result, laige hoards of 
cash and bank deposits had been built up and continued to hang 
over the market for goods in the postwar pciiod The Soviet au- 
ttionties felt that the rationing of consiimeis’ goods could not be 
discontinued until a part at least of tins surplus pmchasing power 
ad been destroyed Out of the several methods whicli would have 
een available for this purpose, the levaluation of tlie ruble was 


On December 16, 1947, the Soviet government began to issue the 
new ruble currency and to convert outstanding assets into it at vary- 

to the banks 
""Wc for each 

ihp . * U ^ citizens who had banked then money fat 

the savings banks) received one neiv ruble for each old one on £ 
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filst 3000 rubles of deposits, two new rubles foi tliree old ones on the 
next 7000, and one new lublc foi two old ones on all deposits aboie 
10,000 lubles Citi/ens who had imestcd tlieu haid-earned cash in 
goveinnient bonds weie given new bonds with a face value of one 
ruble foi each thiee lubles of face value of the old bonds At the 
same tune, the lationing of consumers’ goods ivas eliminated, all 
entei puses weie diiectcd to pay wages at the same lates in the new 
lubles as they had in tlie old, and the prices of some consumeis' 
goods weie reduced below the levels which had prevailed undei 
lationing 

Satiiug and Investment in Russia The ama/ing capital develop 
menc of the Soviet Russian economy under tlie Five-Year Plans gives 
ample evidence that saving and investment have gone on at a lapid 
late Decisions i elating to the division of the national income as 
between capital goods and consumeis’ goods (and services) aie made 
by the economic planners at the head of the system on the basis ol 
general diiectives leceived from the Communist Paity The Russian 
system of capital accumulation makes saveis out of all die citizens 
As the planneis decide to devote ceitain proportions of the avail 
able productive agents to the creation ol new capital goods lathei 
than consumeis’ goods and services, all the citizens of the economy 
save in the sense that they go witliout the consumers’ goods and 
services which these productive agents could have been made to 
produce In similar fashion, when die new capital goods aie fimshwl 
and come to enhance tlie productivity of the nation’s industries, all 
the citizens share in the lesulting benefits by receiving largei lea 
incomes and higher standards of living than formerly Howeva, 
the individual citizens have for die most part no chance to deci e 
whether to save or how much to save, on the basis of inteicst an 
other pi ice considerations, and die total volume of saving 
investment is detei mined by goveinment fiat and not by the will o 
the citizens Conceivably a group of planneis who planned to save 
too much could be leplaced by anotliei group of planneis w'o 
would decide to save less, but that is all 
While laige-scale saving is inevitable in an economy which is aim 
ing at a lapid capital development, theie is some question ® 
ciahzed economy as to whether the resulting capital goods shoul 
put through die money and puce medianism The economic pa 
ners, having decided die total quantity and kinds of capital go 
to be produced in a given peiiod, could simply diiect the neccs 
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productive agents into then pioduction and distiibute the resulting 
capital goods as physical items to the enterprises and industries 
which were to receive diem In diis case, the total money income 
paid to worheis (oi any other income leceiveis) in die economy 
would be just enough to make it possible loi consumeis to take the 
available quantities o£ consumers’ goods and sei vices off the maiket 
No money income would be paid out to anyone to match the pro- 
duction of capital goods, since individuals would not be allowed to 
pui chase these goods in any case On the othei hand, if the capital- 
goods industries were to pay money costs and receive money puces 
for their products, it would be necessaiy to get large amounts of 
funds into the hands of the cnterpiises and industries whicli were 
to receive the capital goods In this case, the total money income 
paid out to workers and others ivould be moie than enough to 
purchase all available consumers’ goods and sei vices, and the gov 
einment would pioceed to lecapture a part of this money income 
and turn it over to the enteipiises and industries which weie to 
acquire new capital goods 

Sawrees of Investment Funds Russia has definitely decided to 
follow the second of these alternauves, and this is the mam leason 
why the national income and the volume of letail trade, as stated in 
rubles, far outrun the total luble value of consumers’ goods pro- 
duced Having paid out a total money income which is much more 
than sufficient to buy all available consumers’ goods and services, 
the government uses several means to recapture a pait of it The 
leading device for this purpose is tlic tui novel tax, whidi is similar 
to a sales tax In 1938, the tax yielded 83 3 billion lubles, oi 71 4 per 
cent of the revenue of the fcdeial government It was applied at 
varying rates to different commodiues and made up from 15 to 90 
per cent of the retail puces of the goods In the case of sugar, foi 
evample, the retail price was 4 2 lubles pei kilogram, of which 3 57 
ub es went for the turnover tax and only 0 63 ruble for cost of pro- 

etad nade m 1938;« In 1945. the lates of die tax langed from 5 pei 

proLid S "T '^odka and 

produced 38 pei cent of total fedeial levenues'^ 

investment pur- 

P According to plan, many industues sell their pioducts^for 

p pp 165 ,66 
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prices which are more than enough to covei planned costs, and tlie 
government takes the gi eater part ot the profits which are made 
In 1940 the profits tax yielded 21 3 billion lubles or 120 pei cent 
ol total fedeial levenues In 1945 it brought m 7 pei cent of the 
total Income taxes and other direct taxes on individuals pioduced 
15 per cent of total levenues m 1945 and social insurance levies 
brought in 3 per cent Fixed deliveries in kind from agriculture and 
customs levies were other impoitant souices ol income The balance 
of federal levenues, II pei cent in 1945, came from the sale of go' 
einment bonds The bonds arc sold in part to the individual citi 
zens, who aie allowed to leceive income on tlieir investments, and 
in pai t to savings banks, which must invest all their available funds 
in these bonds The savings banks are opeiated by the goveinment, 
and there were 29,000 of them in 1945 Their deposits amounted to 
7 3 billion lubles and they paid 3 pei cent interest on them “ The 
total income of the goveinment in 1945 was over 300 billion rubles, 
of which some 39 billions were invested in new pioductivc 
facilities 

Investment Batikmg The funds whicli the goveinment devotes to 
new investments are turned over to enterprises and indusuies by 
foui investment banks (and then numerous branches), all of wluci 
are owned and operated by the government and are under the Gos 
bank In the first place, theie is the Prombank, or Bank foi Financ- 
ing the Capital Constiuction of Industry and Electiificauon h 
directs funds foi capital constiuction into the cntei puses of all tic 
Ministries which have cliaige ol pioducing capital goods and con 
sumeis' goods, and also into tlie enteipiises in the Mimstiics o 
Foreign Tiade, Transpoitation, Wateiways, and Communication 
and undei the departments ot Civil Aviation, Roads, and Cinema 
Until 1934, the bank made both intciest-beaiing, lepayable loans 
and non-repayable giants beaiing no intciest In 1934 all foimc 
loans were cancelled and the bank now makes giants exclusive) 
The second investment bank is tlie Torgbank, oi Bank foi 
mg the Capital Construction of Trade and Coopeiativcs It ran 
giants of funds to goveinmental uading enteipiises but mostly < 
to cooperatives Its financing of coopciative enterpiises is limit 
those outside the fields of agiicultuie and housing 

p 48 
[(ml , p 47 
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The Selkhozbank, or Bank for Financing Socialist Agncultuie, 
passes out funds £oi capital investments in state farms, collective 
faims and Machine Tiactoi Stations It makes giants to the state 
faims and Machine Tractor Stations, but mostly long-teim loans at 
low rates of inteiest to the cooperative (collective) faims All debts 
incurred by collective faims befoic 19SS were cancelled m 1934 
Finally, there is the Tzekombank, oi All-Union Bank tor Financing 
Municipal and Housing Construction Tins bank has no branches, 
and operates thiough the local muniapal banks It finances (1) all 
housing construction except that which occurs in connection with 
state farms or simultaneously with the construction of industrial en- 
terprises, (2) municipal construction involving such things as watci- 
woiks, sewers, roads, and budges (unless these works aie to serve the 
needs of industry or transpoitation exclusively), and (3) die construc- 
tion of hospitals, sanatoria, educational institutions, and othei insti- 
tutions Prior to 1934, it made both loans and grants In 1934, all 
outstanding loans were cancelled and the bank must now make 
grants to governmental enterprises All these investment banks 
handle both governmental funds and those which are accumulated 
by the enterprises in their respective fields Besides distributing 
investment funds, they must supervise the construction of produc- 
tive faaliues, try to eliminate waste, extravagance, and unbusiness- 
like practices, and work for increased efficiency m capital con- 
stiuccion 


The Extent of Russian Capital Investments The capital invest- 
ments of the Russian planned economy have been most impressive 
m teims of rubles, and, of course, have been responsible foi the 
rapid industnahration of die economy and for the speedy mechani 
/ation of agriculture Up to 1928, the socialized economy had made 
capital investments of only 26 5 billion rubles Undei the First Five- 
Year Plan, total capital investments amounted to 60 billion rubles 
and imwtmcnts in the socialized sector of the economy came to 
some 50 S billion rubles The lattei investments considerably ex- 
ceeded die planned estimate of 46 9 billion rubles The Second Five- 

investments of 1334 billion rubles, 
uuie the actual investments amounted to 114 7 billion rubles Gapi- 

^o amount ^ 

the realization of this goal by the end of 1940- The Foufth Five 
-A BajW The Development of the Soviet Economic System, p 421 
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Year Plan (1946-50) calls for total nivestjnent of 250 3 billion lublcs 
in the socialized sector of the economy 

Evaluation of Russian Capital Investments We have no ciiticisms 
to make of the mechanism by means of which capital investments 
are made in Russia, foi this mechanism seems both suitable and 
moie or less inevitable in a socialized economy Decisions as to the 
total quantity of saving and investment and as to the distribution 
of capital funds and capital goods among entei puses and industiies 
are made by the i^lanners at the head of the system and not on the 
basis of the maiket mechanism Theie is no way of deteimining in 
advance whethei or not the lesults of these decisions will be better 
suited to the needs and desiies of the individual citizens and of the 
economy as a whole than aie the lesults achieved undei capitalism 
All we know is that the lesults adiieved in Russia are based on a 
considei ation of social need, in so fai as the planneis are able to 
determine social need, and are not tliose whidi come more oi less 
automatically from the puisuit of piofits by puvate investment 
b<inkeis The otlier pioblems associated with investment aedit and 
banking undei capitalism can scaicely arise in the Russian planned 
economy All the citizens are “investors” in the national econom' 
and theie can hardly be any question of piotecting them against 
fraudulent or ovei valued securities, oi shady manipulative piactices 
The same high authorities which plan saving and investment aic 
those which, in the name of the people, own and operate tlie entci- 
prises which leceive capital funds and capital goods Thus, theie is 
no pioblem of the extent to which investment bankers contiol the 
enterprises and industiies which they help to finance 

The results of the Russian piogiam of capital investment may be 
criticized from several angles In the first place, the Russian invest 
ments have been very costly Inefficiency and low pioductivity o 
labor ivere just as common in the construction of productive faci '• 
ties as in other phases of pioductive activity, and the neiv piodiic 
tive facilities and capital goods often cost much moie than had cen 
planned Thus, while plans for the luble value of new capital in- 
vestments have been quite well fulfilled on the whole, the actua 
physical quantities of productive facilities and capital goo s o 
tamed have usually been well undei the planned estimates n ^ 
of the capital construction and building has been of low 9”''“ j 
spite of high cost, and the Russian authorities are given to mclu b 

K-Hirnr SchMirtr, liutaa’t Poslvm Eronomy, p 21 
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]aige amounts of unfinished pioductive facilities in then estimates 
of accomplishment in die field of capital const! uction 
Russian capital consti uction has also been afllicted by gigan 
tomania" oi the delusion that, if an oidmaiy laigc-scale plant is 
desiiable and efficient, a plant many times as large must be still 
moie desirable and efficient For example, in setting up an electric 
heat-and-poiver station foi the Moscow area, the plans called foi 
an enormous plant with a capacity of 200.000 kilowatts Construc- 
tion began in 1932, but the station was still unfinished at die end of 
the Second Fi\'e-Yeai Plan in 1937 If the plan had piovidcd foi 8 oi 
10 stations of 20,000 oi 25,000 kilowatts each, some of the stations 
at least could have been completed and in operation by 1937 Again, 

It IS claimed that othei gigantic entci puses, such as the Magnito- 
goisk and Kiirnetsk metallurgical works and the Molotov motoi 
works at Gorki, were too laigc to be managed efficiently Then eaily 
difficulties may have been due in large measuie to inexpeiicnced 
and inadequately tiained management, but even aftei years of expe- 
rience the plants have not been able to inaeasc then efficiency 
greatly or increase the lates of output to anything like thcoietical 
capacity The extiemely laige plants weie also sometimes located lai 
horn the necessaiy raw mateiials and maikets so that their opera- 
tion imposed an immense biuden on the transportation system In 
later years, the Russian leadeis have decreased the size of the new 
plants which have been built Undei the Thud Five-Yeai Plan, 
cotton mills with 50,000 lathei than 100,000 spindles, automobile 
plants capable of producing 50,000 rather than 200,000 cars pel 
year, and coal mines with a capacity of 300,000 rather than 700,000 
tons per year were die oidei of the day 
Criticisms of the lesults of die Russian investment program have 
not come entirely from outsiders by any means In 1938, Russian 
spokesmen said that the progiam of capital constuiction in the past 
had shown many shortcomings, such as the construction of too many 
separate and detached buildings, the failure to locate new plants 
near established enterprises, so that cooperation m matteis of manu- 
facturing, housing, transportation, and municipal sci vices could be 
achieved, the over-expansion of ceitain types of pioductive facili- 
ties, the construction of temporary buildings in permanent foim, 
the use of expensive decorative features, a lack of standaidi/ation of 
r orttme, July, 1941 
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pioductive facilities, and the construction of excessively large indi 
vidual plants In the same year, tlie Council of Mmisteis decreed 
the formation of a Committee on Construction to set up standaids 
concerning const! uction designs and execution, the use of materials 
and overhead costs, to confirm the standaids of the vaiious Mims 
tries on these points, to confiim standaids of cost estimates, to pre 
sent prices for materials, construction, and sanitary-technical equip 
ment to the Council of Ministeis for confirmation, to present the 
Council of Ministers with opinions on projects and estimates siig 
gested by otheis, to confiim individual type designs, to examine 
projects for the regional planning of centeis of laige industrial con 
struction, to work out and submit measures on questions of impioi 
ing and cheapening construction, and to supeivise the execution ol 
construction projects ” 

The Russian investment piogiam has been weighted heavily m 
favor of the capital-goods industries This does not mean meiely 
that the Russians have been taking capital goods instead of con 
sumers’ goods, foi that result is inevitable undei any investment 
program It means that the Russians have been concentrating on 
the consti uction of capital goods which will pioduce more capital 
goods rather than capital goods which will produce consumeis 
goods The Second Five-Year Plan called for total investments of 
53 4 billion rubles in heavy (capital goods) industries, as compaie 
with 161 billion lubles in light industries, 16 2 billion iiiblcs m 
agnculture, and 26 5 billion rubles in tiansportation Under tie 
Thud Five-Year Plan, investments weie to be 87 2 billion rubles m 
heavy industiies, 16 4 billion lubles in light industiies, 18 0 bilb 
lubles in agriculture, and 35 8 billion lubles in transportation 
Such investment piograms imposed gieat haidships on the consuin 
ers of the Russian economy Moreover, when low efficiency an 
high cost made it necessaiy eithei to fall short of planned goa sj^ 
connection with the investment progiam oi to impose fuithcrsac 
fices on the consumers of the system, the Russian leaders nevei i 
tated to select tlie lattei alternative Under the Second Five- 
Plan, for example, investments in heavy industries amoun 
49 8 billion lubles or over 93 pei cent of the planne am 

Russian Economic I^^oUs, Numbci 364, pp 1-3 

20 A B^i)kov, The Development of the Soviet Economic Sv^lem, p 42! 
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in\cstmcnts in consumers’ goods mdustiies wcie only 8 8 
bilhon uiblcs, oi less than 53 pci cent of the planned amount 
Omsidc obseners hate often questioned the judgment of the 
Russian 1c<h1cis in connection with some of the pi ejects of the 
mscstment piogram- Undci the fust two FncYCtU Plans, foi ev 
amplc, scicial billion rubles ivcic imcstcd in agiicultmal innchinciy 
and ccjuipmcnt, but die iiicieasc m the gioss ^alue of agiiculiuial 
pioduction over the pciiod piobabiy nould not hn\c paid mainte- 
nance and lejilaccinent costs on the madunciy and equipment, svith- 
out laising any question of obtaining a icuun on the iiutstmenis 
ihcinscKes Ciilics suggest that it svoukl have been bettci to make 
some of these investments in cotton levtilc machinciy laihei than in 
faim machinery, since cotton textiles sscic always cMiemcly scaice 
and the madunery in use -was inadequate foi the processing of 
cuiient Cl ops Again, the Russians have consiiucicd enoimous 


hydioclecuit plants u'hich cs'cn the lapidly glowing indusiucs of 
the country could ncvei use neaily to capacity in the past Ctitics 
suggest that It Mould have been bcttei to use part of the funds to 
cteatc badly needed housing facilities for the people 
It IS clear that tire Russians have been ujing, as someone has 
s ud, to "starve through to future greatness ’’ »• In view of the jilight 
of the Russian consumers and the fact that Russian pioductive facili- 
ties still fall far short of Uiosc of leading indusuial counuics sudi 
as the United Stales, u is deal tliat this futuie greatness is still to be 
attained Every economy should base a healthy icgaid foi lutuie as 
Mcll as present producuvity and welfare, but unbalanced emphasis 
on the futuie may be just as unfoitunatc as unbalanced emjihasis 
on the picscnt, for too great a neglect of consumers’ wants in tlic 
picseni may cndangei futuie pioductmty and welfaie Moieovei, 
M len a countiy goes all out foi a capital-mvcsivncnt program there 
IS always a question as to how useful the enormous quantities of 
I loductive facilities aie going to be in the future in view of piob- 
^ technology and m human wants 

"“icisms should be consideied as qualifying but not de- 

elopment It is commonly estimated that Russia, undei tlie 


“ tom 

-B pp 313 31G 
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planned economy, has been taking about a thud of her national 
income, on the average, m die foim of new pioductive facilities 
This IS a rate of capital development whicli would be difficult to 
match in any odier countiy The laige investment program may not 
have been (and still may not be) ivell suited to the collective will ot 
the people, but it has given the planneis a laige part of what tlic) 
wanted and of what they thought the people and the countiy 
needed As a matter of fact, Russia needed eveiy soap of liei nevlj 
developed pioductive facilities in die stiuggle with Geimany If the 
planners had decided to give the Russian people moie consutneis’ 
goods and fewer productive facilities m the past, the people might 
have regretted that decision bitteily long bcfoie now 
In this connection we may note diat the Russian planneis hate 
done well in the last decade in decentralizing then pioductive facili 
ties and scatteiing them ovei the country Not so many yeais ago 
piactically all Russian manufactuiing industries were located in the 
Leningrad-Moscow'-Ukiaine aiea, only 300 to 500 miles hom the 
Westein fronuei Moie lecently, facilities foi the pioduction of oil. 
coal, lion and steel, automobiles, looms, chemicals, copper, and 
many types of machineiy have been located in Sibeiia and the Uial 
Mountain region Such locations aie sometimes 1300, 2000, oi e\en 
3000 miles fiom die Westein boundaiies of the country In all, the 
shaie of the Leningiad-Moscow-Ukiaine area in the industiial pro 
duction of die counti y was reduced from 90 per cent to 60 pel cent 
even before the wai The Fourth Five-Year Plan continues this 
emphasis on decentralization of industry 


QUESTIONS 

1 Why are both commercial and In^estment credit necessary m an) 
economic system which makes use of modern productne methods 
Explain 

2 To what extent does the federal goternment control the issuance of 
commercial credit in the United States? 

3 “From the social point of view, the proper role of commercial credit 
m a capitalistic economy is a neutral one " Explain 

4 Hotv are funds for investment-credit purposes transferred from 
hands of savers to tliose of indusaial firms in our capitalistic system ^ 

5 To what extent does our investment credit system produce the resu 
which are desired of it from a social point of \iev\’ 

A Yugow, Rtissia’s Economic Front far Tl ar anti Peace, p 152 
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6 ' Ihe activities of the federal gotcrnmcnt m the United States in con- 
trolling insestment banking lure been directed almost cntiiely to the 
problem of providing safety for investors" Show whether you agree 

7 Describe the piobablc operation of commercial and inrcstment bank- 
ing under modern socialism 

8 Describe tlie operations of the Gosbank m c\tcndmg commercial 
credit m Soviet Russia 

9 How are "grants" and "loans" used in connection with commercial 
credit m Soviet Russia? 


10 Differentiate between the manner in which an cntcipiisc in Sonet 
Russia gets ns original credit at the Gosbank and the manner in 
which It gets subsequent credits there 

11 "Individual films obtain both original and addmonal amounts of 
working capital in about the same way in both Soviet Russia and the 
United Stales” Do )ou igice? Explain 

12 Compare the commeraal ciedit mechanism of Soviet Russia with that 


13 

14 
13 
16 

17 

18 

19 


of the United States, indicating both similarities and differences 
"Tlie Gosbank of Sonet Russia is much more than an agency for 
issuing commercnl credit and for cleiiing obligations between enter- 
prises " Explain 

Eialuatc the Sonet Russian svstem of coinmcrci il banking as it opci 
nted in the period before 1940 

Why wns it neassary to leialuate the Russian lublc after tlie end of 
World War II, and how was tins renluation accomplished? 

What are the two altci natives open to the government of Soviet 
Russia in handling the problem of investment and capital formation? 
Explam 


How does the Soviet Russian government obtain its funds for imcst- 
mento-edit purposes? How are these funds distributed to industrial 
ana other enterprises? 

"The results of the Soviet Russian program of capital investment m 

angir'Explmn ^ 

rehifvir! productive facilities and 

hS mSi? “nst'ttiers goods in the past, tlie Russian planners ma, 

iierently if they had had an oppoitunity ’ Explain 
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Credit, Banking, and Investment in Biitain vndei 
Paitial Socialism 

Commeraal Banking As we noted in an eailiei section, the Bank 
of England has been bi ought undei goveinmental owncisliip and 
operation, but this does not mean that banking as a whole has been 
nationalized The thirteen laige joint-stock banks with then almost 
10,000 branches continue to operate undei private owneiship and 
management There is no doubt, however, about tlie powei of the 
Labor Government to control commeicial banking in Britain The 
Bank of England always had gieat influence with the commeicial 
banks of the country, botli through moial suasion and tlnough the 
use of the customaiy cential banking devices and tediniques These 
informal powers of the Bank have been made foimal and penna 
nent That is, the Bank has been given statutory poweis to obtain 
information fiom and make recommendations to the othei banks, d 
tins appeals necessary oi desiiable in the public inteiest If auihoi- 
ized by tlie Treasury, the Bank may issue diiections to insuie that 
Its lequests for information will be met and its recommendations 
will be earned out In this way the Government's contiol can evten 
to such matters as the total amount of credit to be issued by die 
commercial banks and its allocation among industiies and biisi 
nesses 

Investment Banking In the field of investment ci edit and banking 
theie IS also no doubt about the powei of the Labor Govei ninent lo 

evercise contiol Undei the Banking Contiol and Guaiantees Act o 

July, 1946, the Government has the powei to regulate all new 
access to the capital maiket and to establish in this matter the pH 
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outies winch aie deemed essential in the national interest The Act 
also empoweicd the Treasuiy to giiaiantec long-tcim loans made to 
facilitate industiial development, paiticularly when a depiession 
tlueatens Both of tliese measuies aie i elated also to the Govern- 
ment's clieap money policy, whidi has lowcicd interest rates con- 
sideiably for all types of loans 

The government’s progiam of capital investment was set foith m 
bioad teims in its Economic Suney foi 19-)7 which gave the pei- 
centage of total expenditure that was to be devoted to new housing, 
industrial building, the equipment of vai lous types of industry, the 
development of roads, canals, harbors, and lailways, and otlier pur- 
poses In the middle of the year, total capital investment was run- 
ning at a late of about £1550 million a year, and a rate of £1600 
million ivas forecast for 19*18 Later in 19‘}7, liow’evei, the continu- 
ing crisis in regard to intci national trade and foieign exchange led 
the government to curtail its much needed progiam of housing 
construction, in order to save on expenditures for foreign lumber, 
and to make a laige cut in capital expenditures for the reequipment 
and modernization of Biitisli industry On the other hand, tlie gov- 
einment decreed that the lattei cut in capital expenditures should 
not apply m agncultuie oi the vital coal industry' 

The total investment of £1600 million originally planned for 
1948 would have repiesented about 20 pei cent of the estimated 
gloss national product » Such a rate of investment, while laige, 
would not have been out of line with what otlier important indus- 
trial nations are doing The Economic Suroey for 1948, issued in 
Alaich, called for total investments of £1420 million duiing the calen- 
<lai year, and a year-end rate of £1S20 million per year => In the field 
o housing constiuction, special efforts were to be made to speed up 
the hnishing of houses, while cutting the total number under con- 

a'' ho'ises had been 

r ™ compleuon As foiecast m 1947, tlie cut in 

int£n,f„r T'""! "'“s "^Pe«ed to affect industrial 

stLTm A amounts of 

eel in industrial constiuction and reequipment The limited le- 

r*'' ■" b' 

ected to those projects which would make the most substantial 
»d co„„b„u„ to .„™,tod avpom „d 

iCcoiioniteStfnuey fo, p 38 

‘ u«n , p 30 
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essential impoi ts Clearly, the government has the power to contioi 
both the total amount of investment ciedit in Biitain and its alio 
cation among industiies and businesses 


Credit, Banking, and Investment under Fascism 

Governmental Ot ganizattons for the Control of Banking When 
the category coipoiations weie set up in Italy m 1934, banking 
activities were placed in the third group, which consisted of coipo 
lations lepresenting entei puses established foi the perfoimance ol 
sei vices Mote specifically, banking and insuiance activities weic 
lumped togethei in the Coipoiation of Credit and Insuiance Tins 
corporation was composed of 

A president and 52 members, including representatives of the lascist 
Party (B), Ordinary Credit Institutions (2), Provincial Banking Instini 
tions (1), Financial Institutions (1), Pm ate Bankers (I), Foreign Ev 
change Dealers (1), Stock Brokers (2), Bank Evecutives (1), Bank Em 
ployees (7), Foreign Exchange Dealers’ Employees (1), Ordinary SaMiigs 
Banks (4), Public Credit Institutions subject to the supervision of iht 
Finance Ministry (2), Agricultural Credit Institutions (1), 

Pieta” — public pawnbrokers ( 2 ), Public Credit Institutions’ Employees 
People's CooperaUve Banks (1), Agricultural Banks (1), Employees o 
People’s and Agricultural Banks (2), Private Insurance Companies (-1- 
Insurance Company Executives (1), Employees of Insurance Compam 
(3), Insurance Agents (1), Insurance Agents’ Employees (1), 

Public Insurance Institutions (1), Mutual Insurance Enterprises ( ), 
Gosernor of the Bank of Italy (1), The President of the Industrial Rec 
struction Institute (1), The President of the Istituto Mobiliare “ ' 

(1), The President of the Association of Italian Joint StoA oanP' 

(1), The President of the National Insuiance Institute (1). The 
of the National Fascist Institute of Social Insurance (1) The f 
of the National Fascist Accident Insurance Institute (1)* 

The Coiporation of Ciedit and Insuiance operated m ^ 
same fashion as the other category coipoiations which stc 
described in previous chapters , 

Banking activities in Germany also found tlien place m p ^ 
lai organi 7 ationaI scheme for the contiol of economic a air^ 
eral Banking was one of the six National Groups under t ic 
of Industry and Trade, the National Economic Cliambei, 
istry of Economic Affairs, and the General Council loi 

3 W G Welk, ramsi Cconomir Polict, p 1 16 Repnntcd b) penni«m'’ 
President and rdlows of Hinaid Collide 
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Economy Like the othei National Gioups, that for hanking was 
divided into a rnimbei of Economic Gioups and Blanch Gtonps 
Bankeis weie also lepiesented in Piovinci.il Economic Chambeis, 
local Chambeis of Industry' and Coinmeicc, and the Coopci alive 
Council of Chambeis of Indiistiy and Commerce, and weie sub- 
ject to the influence of these oiganuations 
The Regulatwn of Commeiaal Banking in Italy. The Italian 
banking system consisted of tlie Bank of Italy (the cential bank), 
three “national inteiest banks” whose opeiations thiough bianclies 
covered the entire country, five laige commeicial banks known as 
"public law banks." and a numbei of small commeiaal and savings 
banks By the deaee of hlaich 12, 19“6, the Bank of lulj became 
a public institution and was lequued to give up its foimei com- 
ma cial banking business While it could continue to make advances 
on securuies, both to individuals and to othei banks, its discounting 
operations weie limited sttictly to commeiaal papei fiiinishcd by 
other banks The deciee lequired that the capital of the Bank of 
Italy be paid off to its piivate shaieholdeis and that the new c,ipital 
of the bank, amounting to 300 million liie, be subscubed to evclu- 
sively by the banks and insuiancc companies of the countiy Thus, 
the Bank of Italy became a bankets’ bank .ind a ceimal banking 
institution somewhat similar to the cential banks of England .ind 
the United States 


At the same time, the three large “national inteiest banks" (tlie 
Banca Commerciale Itahana, the Gredito Italiano, and the Banco 
di Roma) were also made into public institutions and then stock 
was transformed into legisteied bonds which could be owned only 
y individuals or bodies of Italian nationality Appaiendy these 
three institutions still did not function to the satisfaction of the 
lasast leaders, foi the Industiial Reconstiuction Institute took them 
over m 1939 and produced an inaease from 4 2 to 9 4 billion liie m 

commeiaal firms over the next two 
Sr giatifying to the fascist leadeis 

1 banks,” foi they had 

governmental officials and representatives of local bodies ^ 

ovei the 

Illation of die commercial banks of the countty Designed foi the 
Intomiauon HmmesT and Tmanctal Repo,, januar) Feb 



006 COMPARATIVE ECONOMIC SYSTEMS 

protection of savings and the legulation of aedit, the deciee set up 
an office of inspection, headed by the Governor of the Bank of 
Italy, and gave it extensive powers of supei vision over all the banks 
and savings institutions of the country Its powers in connecuon 
with commercial banking included the control of interest lates on 
both deposits and loans and the legulation of short-term aedit 
It was also supposed to see to it unofficially that the savings of 
Italian citizens, as collected by the banks, weie funneled as quickly 
and completely as possible into government bonds 
The Control of Commercial Banking m Germany Even before 
the post-1929 depression, the Geiman government was impoitant in 
the banking field The Reichs-Kiedit-Gesellschaft had grown to be 
one of the laigest institutions of the banking indusuy, the national 
government (and state governments as well) had set up a number of 
banks for special pui poses, and the assets of public banks amounted 
to at least -10 pei cent of the total assets of all banks Aftei die 
banking aisis of 1931, tlie Geiman goveinment controlled most of 
the large banks of the countiy Either directly or thiough the Gold 
Discount Bank, the government otvned 91 per cent of the capital 
stock of the Dresdner-Bank and Danat. 70 per cent of the Commerz- 
und Privatbank, 70 per cent of the Allgemeine Deutsclie Kiedit- 
anstalt, 66 6 per cent of the Norddeutsche Kreditbank, and 35 per 
cent of the Deutsche Bank and Diskonto Gesellscliaft *’ Altogether 
the government controlled about 70 per cent of all German coipora- 
tion banks However, tlie National Socialist goveinment of Ger- 
many soon decided against tlie nationalization of the banks and, 
over a period of a few years, letuined most of tlie bank stock which 
it owned to private hands 

While German commeicial banks became piivately owned and 
operated, they were still subject to stiict governmental control and 
supervision The banking law of Decembei, 1934, set up a acdit 
supervisor) boaid which included the piesident and vice-piesident 
of the Reichsbank, four secietaiies of states, and a membei ap 
pointed by the Chancelloi of die Reich It also aeated a Rcidi 
Comnnssionei for credit In 1939, the supervisory board was trans 
formed into an independent Reich control boaid, with a sepaiate 
pj esident and with power to act as an executive agency undei the 
Ministei of Economic Affans in connection with all matters of 
Cl edit policy The authority of the boaid dien extended to all banks 
° M Y Sweez), The Sttiicture of the A'ozt economy, pp 30 Si 
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and aedit institutions including e\cn the Reichsb.ink and the Gold 
Discount Bank The board had a litcnsing powct which enabled it 
to contiol combinations of banks and the number of nets banks and 
brandies Banks which seemed unnectssaiy undci local economic 
conditions oi ivhosc owneis and nianageis lacked the necessaiy 
training, experience, chaiactei, oi oihci qualifications could be ic- 
fused licenses The boaid had extensne poweis of audit and exam- 
ination and could require the banks to fuiiiish any needed inloi- 
mation 


The new banking law piovidcd detailed legulatioiis conceining 
the actual extension of credit A bank's loan to any one cnteipiise 
could not exceed a certain peicentage of the bank’s capital This 
figure, as determined by tlie supervisoiy board, was usually 5 pei 
cent, but it could be 10 per cent in individual cases if all pai tnei s 
or managing directors agreed to making a loan of this sire and duly 
reported it to the banking authoiities Ci edits of oiei a million 
mark^ to individual concerns had to be repoited to the authoiities 
every two weeks In making any unseaiied loans of inoie than 50(10 
marks to individual customers, tlic banks could require full inloi- 
mation concerning the financial affaiis of the debtors and could 


insist upon “adjustment” for purposes of sound financing Ostensi- 
bly, these regulations weie intended to pievent banks fiom getting 
too completely tied up with individual Runs, to keep seveial banks 
from making large loans to the same firms, witli each bank in igno- 
rance of the others’ activities, and to compel the banks to distiibute 
small credits among a large numbei of films Actually, howevei, 
"exceptions” to most of the regulations made it possible for large 
firms to get their credit needs cared foi, and tlie regulations did not 
apply in any case to credits extended to the government or guaran- 
teed by the government The legulations did make it difficult foi 
new firms to establish themselves oi expand on the basis of bank 
^edit As a result, such firms had to attempt to sell securities and 
Aad to secure the government’s permission to do so The legulations 
tiad the result of diiecting the uses of bank credit toward ends 
desiied by die state ® 


The banking law gave the supeivisoiy board the power to deter- 
mine bank reserves The cash reserves against all liabilit.es othei 
ban savings deposits, as determined by the board fiom time to 
me, could not be set at a level higher than 10 pei cent Secondaiv 
136 139 
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leseives, which included 90-day commeicial bills, tieasuiy bonds, 
and public loans, could be set at any level up to 30 per cent The 
banks weie expected in piactice to keep their secondary leseives 
largely in the form of bonds issued by the national, state, and local 
governnien;;s The leseives of savings banks had to be kept at the 
banks and consisted largely of government bonds, which weie moie 
profitable to hold than cash Needless to say, tlie banks, under these 
legulations, piovided a large and leady market for goveinment 
bonds, and they weie active also in piomoting and suppoiting the 
sale of bonds to othei in\ estors ^ 

Although the goveinment gave the appearance of not mterfeiing 
gieatly in the oidinaiy daily operations of the banks, the actual posi- 
tion of tlie bankei in the Nazi economy was not exactly enviable 
Each bankei was piactically a state official as well as a piivate cnicr 
piiser and he was likely to have a Paity man to watch ovei and 
"protect” him at all tunes When instructed by the goveinment, and 
uithout regaid foi his oun opinions and desiies, the banker l}“d to 
advise his customeis to pin chase government bonds or the seaiiitics 
of new concerns which weie being set up to produce eisatz oi substi 
tute pioducts undei the national self-sufficiency piogiam He iws 
lequired to hold the official optimistic view of state finances He 
had to try to lestram individuals who wanted to withdraw their 
deposits for private uses, lepoit individuals who did make laige 
scale withdiawals, infoim the goveinment conceining individua 
customers who had large liquid balances, and so on 
The Conti ol of Investment Ciedtt tn Italy Befoie the gieat e 
piession which began in the late 1920’s, investment credit and ban - 
mg activities in Italy were allowed to go then own way for the mos 
p<u-t, except that the government extended funds diiectly on som 
occasions to industiies whicli it wished to encourage Duiing ti^ 
financial ciisis piecipitated by the depiession, howcvci, the 
ment took the long-teim financing of industry and business 
out of the hands of the banks, and entiustcd it to a ' 

einmental institutes Altei 1931, the Istituto ‘ r 

made loans to industry which paiUy satisfied the need for inn 
investment credit purposes In January, 1933, the Sovemmen 
hshed the Istituto di Ricostiurione Industriale 
struction Institute) which gave financial aid to industiia i 
means of long-tcim loans financed through the issue of bon g 

1 Ibtd, pp 139 1 II 



371 


CREDIT, BANKING, AND INVESTMEM 


antecd by the goieinmcni Tlic govcinmciu also incicastd gicatl) 
the activiues of the Consoiaso pci So\^ennoni su Valoii Industuali, 
Mhidi was a go\einincnt-conu oiled consoitiuni, established in lOM, 
foi mdusuial financing In addition thcic wcic scieial oihci insti- 
tutes or other oiganiraiions set up to opciatc in paitiailai fields oi 
industries 

A laige part of the outstanding sccuiitics of Italian cntci puses 
and industries came into the hands of these gmeinmeiu-contiollcd 
institutions, and they weic actnc in extending new long-lcim ci edits 
to the industucs of the countiy Since the pcisonnel and the policies 
of these agencies w'crc dnectly contiollcd by the goecinment, an- 
other aeenue foi goveininental contiol o\ci economic activity was 
furnished b) these financial institutions In 1010, it was stated that 
the total amount invested m national economic development since 
1922 had reached 227 billion lire The total included almost a 
billion hie of direct tieasury investments in the shaie capital of 
companies, some 126 million lue of special iicaMii) advances, ovci 
6 25 billion lire of tieasury subsidies and giants, and some 54 
billion lire of investments in land icclamation « 

The banking icfoims of 1936 also affected activities m the field 
of investment ocdit, for the inspectorate which was set up had the 
power to supervise the issue of bonds and shaies whcnevci issued 
by the credit institutions under its contiol, it auihoiwcd tlic listing 
of bonds and stocks on the Italian stock exchanges, it supci vised the 
investment policies and piacticcs of the banks, and it icgulated the 
extension of long-term cicdit Investment cicdit activities wcic also 
controlled by the requirement of licenses foi the establishment of 
new industrial plants, the compulsory tiansfoimation of small coi- 
porations into otlier forms of business oigani/ation, the lequiicment 
that government bonds be used as secuuty behind some coipoiate 
uonds. a 6 pei cent limit on corpoiate dividends (latci leplaced bv 
a progressive tax on dividends), a transfei supeitax on the sales 
price of seainties, and a tax on capital gams On the whole, invest- 
ment credit and banking activities were thoroughly controlled by 

tflC ffOVernm^knfr ^ 


Credit m Gemiany The National 
mteifered m the field of mvest- 
ment «edit and banking in many ways In the fiist place, it carried 
a campaign to lower the rate of mtetest on long-teim funds 
alian Library oi Intormition, Busmess and r.mncal RepoU, May, 19<o 
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A I ate of inteiest of 6 to 7 pet cent on such funds had been a con 
siderable obstacle to lecoveiy in 1933 and 1934 It operated against 
the boi rowing of funds foi long-teim purposes by piivate firms, 
placed a seveie burden on debtors and especially governmental 
units, and made it difficult foi tlie goveinmcnt to convei t short-term 
bon owing into long-teim A laige part of the funds whicli miglR 
have supported the maiket foi bonds was going into the lepayment 
of loans at the banks and into the purcliase of foieign securiues at 
low prices Savings deposits weie also growing quite lapidly and 
savings banks at the time weie not allowed to use deposits foi tlie 
purchase of bonds, though this was permitted latei on The aveiage 
) leld on savings deposits was much lower than that on bonds, but 
security prices weie subject to wide fluctuations and savers appar 
ently preferred the greatei secuiity of savings deposits Shoit-term 
investments, such as bank acceptances, treasury bills, and special 
government bills issued in connection with the program foi employ- 
ment creation, also competed foi the funds which might have been 
used to suppoit the bond market Howevei, the National Socialist 
government lefused to lowei long-teim inteiest lates by deciee or to 
compel the romeision of bonds beaiing high inteiest into othcis 


with low rates of inteiest 

The government went to woik on the pioblem of long-teim m 
teiest rates in othei w’ays In 1933, municipal securities valued at 
2750 million marks w'ere conseited into bonds guaiantecd by the 
national government and beai ing 4 per cent interest Bond ow ners 
who refused to accept conscision w^ere not allowed to obtain einer 
piincipal 01 inteiest on then iinestmcnts foi five years Public fun s 
were also used to secuie the conversion of faun raoi tgages wjt i • 
leduction in inteiest lates fioin 6 to 4 per cent Late m ^ 
Reichsbank was given Uie powci to engage in ^ . 

chases of bonds and suppoit the bond maiket In 1934, the na 
goscinment succeeded in coiueiting a small bond issue wi 

reduction in inteiest fioni 6 pci cent to 4 nflusiiial 

V coiisideiable disparity existed between the puces of m 
securities and those of goteiiiment bonds, foi the ‘ , 

,„g, „t were »thr. under rhe „ 

|,.rbl.cwoiU program In oa.l) 'W. K' SO'»nt 
lo toirrpcl the private coipol.itioiis to inrctl in gorein 
\nv coipoiation which dcckiied dividends h.irhcr than those 
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preceding year was requned to invest die increase (m so far as die 
rate exce^eded 6 per cent) m government bonds Latei ^ 
the law was levised and all corpoiations which dedaied dividends 
of moie than 6 pei cent, oi m some cases 8 per cent, were 
to pay the surplus dividends into the Gold Discount Bank whidi 
woL invest them m government bonds Such sui plus dividends 
were to be returned in casli in 1938 The law was extended for an- 
other three-yeai peiiod in 1937 and there was a change in the pio- 
vision for the return of accumulated surplus dividends Instead ol 
being paid back in cash, tliey weie to be returned In the form of 
non-interest-bearmg tax certificates which would not be accepted 
in payment of taxes until the 194M5 period In 1933, the govern- 
ment consideied loweimg the maximum dividend rate on industrial 
securities to 3 per cent, but finally decided against the proposal 
Finally, a new law of June, 1941. piohibited all increases in divi- 
dends except for firms paying less than 6 pei cent at the time Cash 
dividends were limited as befoie, but the companies weie once moic 
to invest dieii surplus earnings directly in government bonds Heavy 
taxes were placed on excess dividends These taxes reduced a 7 pci 
cent dividend rate to 6i/^, and an 8 per cent late to 7, while rales 
highei than 8 per cent would lesult in an actual i eduction in the 
dividends received by the security owners'* 

The limitations on corporate dividends were intended to facili- 
tate governmental financing and to make films finance their long- 
term capital needs out of their own earnings Lon dividend rates 
on industrial securities inci eased the lelative attractiveness of gov- 
ernment bonds bearing moderate lates of interest The program also 
permitted goveinmental control of the distiibution of long-term 
funds among industries Plants pioducmg goods foi oidmary civil- 
ian uses weie not allowed to float new secuiity issues and could not 
make earnings large enough to finance an expansion of productive 
faahties Plants pioducmg armaments and othei desued goods 
could avoid investment in government bonds by ploughing all earn- 
ings m excess of 6 pei cent back into die business If such plants did 
not use their earnings foi expansion but tiied to pay them out as 
dividends, all excess dividends went to the goveinment which could 
use the funds to finance any desired extensions of pioductive facili- 
ties Finally, the secuiities ot films which could not earn the divi- 
'/niffgji Commirce Weelly, August 16, 1911, p 6 
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dends permitted by law tended to diop m puce on tlie maiket, and 
this would ha\e made it difficult for them to obtain new funds in 


any case. 

Besides tlie policy tilth lespect to corporate earnings and divi- 
dends, the Reichsbank induced a decline in the inteiest rates on 
short-term loans in 1933 and 1934 by lowering its own lediscount 
late, and bonds could then be sold at lower inteiest lates than 


formeily Confidence in the ability of long-term boiioweis to meet 
their obligations gradually increased and bond puces retiuned 
nearly to the pai level in 1935 At this time the government went m 
foi laige-scale conteisions Bonds valued at about ten million maiU 
were converted at pai in 1935, but witli inteiest at 4i/^ per cent 
instead of 6 pei cent Bond owners who accepted conveision could 
deduct 20 per cent of the nominal value of their bonds fiom tax 
payments owed to the goveinment Those who refused conveision 
could draw interest at the old late but tlieir bonds were no longei 
negotiable — that is, they could not be used as collateral at the 
Reiclisbank and were no longei quoted on the Stock Exchange The 
success of this scheme was ovei whelming, and the goveinment pro 
ceeded to lower long-term inteiest lates in similai fashion for com 
mercial banks, states and municipalities, and on non-agricultuia 
private mortgages In 1940, the interest late on savings deposits was 


lowered from 3 per cent to 2% oi 2^ per cent 
The German goveinment was in complete contiol of imesunent 
credit operations, and theie was no dangei that it would lack tun s 
so long as business firms or piivate individuals had cash or otiei 
liquid assets Regaidless of the attitude which the governinen 
might take towaid the payment of its existing obligations, it cou 
still continue to take over piivate funds It could foibid tlie pay 
nient of piivate debts oi aibitraiily decrease the interest 
debts and take foi its own uses die funds which would 
have been devoted to these purposes Saungs banks, 
panics, and municipalities were lequired to invest 
lions of their liquid funds in goveinment bonds oi . 

I'he proportion was sometimes as high as 75 pei cent ° 
hinds for municipalities Even bcloie 1938, insuiance ™ P 
h.id to have pel mission from the gosernment to make priw 
even though the lo.ins tieie seoued bv first moitgages 


10 G Rcinnnn The raHipiie p 16-1 
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1938 puvate loans by insurance companies were entnely for- 
bidden “ 

On die whole, the national government planned to use diiectly 
something like 80 to 90 per cent of the available long-term funds, 
and the remaindei had to go into piojects which weie approved by 
the government and Party leaders The development of the govern- 
mental monopoly of investment funds is shown clearly by the sta- 
tistics foi security issues in Germany in the 1930's, as piesented in 
Table 15 In 1928, government bonds made up only about 28 pei 
cent of all new issues of secmities, but in 1938 they amounted to 


TABLE IS 

mw ISSUES OF SECURITIES GERMAMT IN SELECTED 
TEARS 


Tear 

1928 

1932 

1933 

1934 

1935 

1936 

1937 

1938 


Government Bonis 
Issued (w Milium Marks) 

633 

248 

71 

75 

1636 

2670 

3150 

7744 


hduslrial Bonds 
Issued (m Million Marks) 

294 

10 

2 

4 

3 

47 

25B 

107 


Stocks Issued 
(m M'llion Marks) 

1339 

150 

91 

143 

156 

395 

333 

822 


sooKOt G Reimann, The Vampire Econorr^, p 165 

over 89 pa cent Naturally, the investment funds obtained by the 
government weie used to develop only those activities which weie 
in line with the general aims of the government Any industries 
which were not essential to those aims had to finance diemselves 
or go Without funds 

Under diese circumstances, the activities of German stock ex- 
flanges fell to a very low ebb under National Socialism On the 
«is of tax receipts fiom sales on the stock exchanges, it appears 
exchanges in 1937 weie only about 20 per 
in ’■““It was due 

Lrt » governmental regulation also played a part The 

xc anges weie regulated by a deaee put out in Maich, 1934 

’yt'rf.p 166 

’-M Y Swcco, The Stiuctiire nf the Nazi Frowoiio, p 114 
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Each exchange had to obtain a charter from the national govern 
ment, and the president and other members of exchange boards 
were appointed by the appropriate Chambers of Commerce Quota 
tions on the exchanges were made by official brokers who were 
appointed and lecalled by state governments All stock tiansactions 
had to be made on a cash basis, and "blocked balances" in Geiman 
financial institutions could be used to pui chase stocks only if they 
aiose out of the sale of stocks Transactions by corporations in their 
own securities were not forbidden but had to be reported annually 
The numbei of Geiman stock exchanges was reduced from 21 to 9 
and only the larger stock issues weie listed and dealt in on the 
exchanges For example, an issue had to have a nominal value of 
1,500,000 marks in order to be listed on the Berlin exchange Since 
stock issues had to come out in units of 1000 marks, individuals of 
small means found it impossible to buy and sell them 
There was a considerable amount of investment of longterm 
funds in Geimany which involved no issues of securities eithei 
by private films or by the government That is, the government in 
sisted frequently that industiial entei puses expand their facilities, 
in order to inciease production, by leinvesting a pait of their earn- 
ings In other cases, films were ordered to construct dug-outs and 
bomb shelters, or put in lunch looms or toilet facilities for their 
workers, or install laige quantities of the new types of machineiy 
which were necessary to the processing of eisatz raw materials The 
firms were often reluctant to increase then productive faciliues to 
meet needs of an essentially temporary character, but governmental 
plants were likely to be established if they failed to follow ordeis 
Moreover, if the firms accumulated financial reserves and faded to 
keep them hidden, the government was likely to send out inspectors 
to look over the accounts and records of the films If any errors or 
false statements weie found, the firms were likely to be penalired by 
fines which would approximate the size of their financial reseu® 
suspiciously well The films were loath to operate at a rate beyon 
normal capacity because of increased costs and heavy wear and tear 
on productive facilities They never knew when they would e 
allowed to replace and lepair then equipment In 1938, capita 
construction as a whole ran about 45 per cent beyond the 1929 e\e , 
but replacements were actually less tlian in 1929 ** Productive 
ment in some industries was allowed to decline consideiabl) 

IS G Reiinann, The T'amptre Economy, p 139 
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the lailroad industiy, locomotives dectcascd in numbci fiom 250 
to 22 2 tliousand fiom 1929 to 1938, freight cais dccieascd from 
660 1 to 577 1 tliousand, and passengei cats fiom 68 2 to 61 3 thou- 
sand, in spue of a general inaease in transpoi tation needs** 

Besides being requiied to make investments in evpanding then 
own pioducuve facilities, Geiman fiims with laige eainings and a 
desire to accumulate leseives wcic often compelled to invest funds 
mneiv plants for quite different purposes, sucli as the pioditcUon ol 
eisati matciials The Krupp fiim was icquired to undcrwiitc a 
plant for the pioduction of aitificial lubber and to fuinish financial 
assistance to the Krupp fiim in Austiia, which was in the machine- 
tool business The I G Farbenindusuie, a chemical concern, which 
was already helping the government by operating one plant foi the 
production of synthetic gasoline, was once requned to finance two 
othei large plants’* When die Hermann Goeiing Iron Works was 
set up, die government furnished 270 million marks out of a total 
capitalization of 400 million marks The remainder of the stock. 
Without voung rights, was assigned arbitral ily and compulsorily to 
other iron and steel firms, and firms in other industries Even the 
workers m some enterprises were inquired to buy 50 maiks’ woith ol 
stock each This new non and steel enteipiise furnished a type oi 
investment which established firms and pnvate individuals would 
ordinarily have been anxious to avoid It had to make use of non 
ore of low quality and with too high a content of siliac acid, so 
that new types of blast furnaces, moie coke, and other expensive 
changes were required Finally, the government itself sometimes 
underwrote the construction of desned plants in fields which were 
too risky or undesirable for pnvate investment One such case was 
the construction of the productive faahtics for turning out the 
cheap "people’s automobile," a project which was never completed 
because of die war 


In addition to these positive requiiements as to what German 
ms should do with then earnings, there weie many types of nega- 
e inteiference We have already noted the limitations on the L 
stockholdeis Geiman firms in some 

pmj thm pTOlaoire (aclitio In , h,ge „„„bo oi uidusttie, Uie 


’*/6id,p 15] 
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construction of entnely new plants and the establishment of neiv 
films could not be undertak'en unless permission had been obtained 
from the government On tlie whole, the goseinmental control of 
investment credit and banking piobably operated to eliminate some 
waste of capital and ceitainly kept investment funds fiom being 
used foi purposes which seemed undesnable to the state On the 
other hand, no definite and continuing agency, such as a national 
investment board, existed for the puipose of planning Geimany’s 
investments, and the uses into whicli the goveinment diiected in 
vestment funds probably weie not well suited to the desiies of the 
Geiman citizens as individuals 

World War II brought one final development in the field of 
Cl edit In 1940, it was announced that tlie entei puses connected 
with the National Economic Chambei would undeitake tlie collec- 
tive guaranty of certain types of loans and credits One such type 
involved the loans and credits gi anted by the Deutsche Industrie 
bank and the Band dei Deutschen Luftfahrt in connection wid' 
tiansactions lelated to the war economy and executed undei the 
instructions of the Minister of Economic Affairs (credits required 
for plant expansion or re-equipment in shifting from peacetime to 
wartime producuon) The second type included emergency bank 
credits extended by the German Coiporation for Public Works to 
enterpuses whose liquidity was seuously impaned by the requisi 
tion or blocking of stocks of raw mateiials oi inventories of finishe 
products The guaranty amounted to 100 pei cent in connection 
with loans of the lattei type but only 10 pei cent for loans of tie 
former type^^ 


questions 


1 

2 

3 

4 

5 


“Commercial banks are still privately owned and operated m 

under partial socialism, but the got eminent has the pot' er to c 

their activities” Show whether you agree 

How can the British government under partial soaahsra con 

field of investment credit and banking? Explain 

Describe the Labor Government’s activities in the field oi 

investment in Britain in 1948 „„„ranons m 

How did the government control commercial credit oper 

Italy under fascism? , i „„i ,no- refornw 

How was Italian commercial banking affected by the banking 


of 1936? 

iiPoieign Commeice Weekly, October 19, 1940, p 106 
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6 “The go\crnnicni ol Germany under fascism look seieral steps to 
bring cotnmeiaal banking under strict gosernmcntal control' Ex- 
plain 

7 "Each commeraal banker \va5 pracucally a state official as well as a ' 
private enterpriser in Germany under fascism" Show nhctlicr you 
agree 

8 "Prnately owned banks were virtually eliminated from participation 
in the long-term financing of industry in Italy under fasasm" Ex- 
plain 

9 Dcsaibe the government's campaign to lower the rate of intcicst 
on long term funds in Germany under fascism 

10 “The German goscinment under fascism was in complete control of 
imestment credit operations” Do you agree? Explain 

11 "The dcsclopmcnt of the goxcmmcntnl monopoly of intcstmcnt 
funds in Germany under fascism is clearly shown by the statistics for 
goixrnnient il and prisate security issues in the 1930 s” Explain 



CHAPTER IS 


THE DISTRIBUTION OF INCOME 


Oncl die pioduction of commodities and services has taken place, 
the next impoitant problem m any economic system concerns the 
manner in which these economic goods are to be divided or appoi 
tioned among the individual consumers of the economy The distn 
butvon of income does not refei to the piocesses by means of whicli 
physical goods are bi ought from producers to consumers, but rather 
It refers to the division of the national income, first in money and 
then m commodities and services, among the owners of the pm 
ductive agents As long as all tlie productive agents of an economy 
are incapable of producing an adequate volume of commodities and 
services for consumption, the question of income distribution is 
likely to remain in the background while attention is concentrated 
on the pioblem of increasing the total volume of pioduction But, 
as the total productive powei of the economy increases, the pioblem 
of income disti ibution gi ows in relative importance Indeed, some ol 
the most seveie criticisms whidi are diiected at the operation o 
capitalistic economies at die present time deal with this veiy matter 
of the distribution of income 


The Distiihution of Income under Capitalism 

The General Tlieoty Many economists have attempted to simpb^)' 
the prehminaiy study of die distnbution of income by thinking m 
teims of a "national goods-heap,” to which each individual bimp 
and contributes die economic goods which he has been ab e 
produce in a given penod and from whicli he secures the vaim 
commodities and services which he desnes In a capitalistic sys 
productive wealth is piivately owned for die most pait, an w 
Mduals are able to contribute to and leceive from the goobs-n -i 
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eitlier because their personal efforts m labors have resulted in the 
pioduction of commodities and services or because they own land 
or capital which has been able to mahe a contribution to the pro- 
ductive process Under sudi a simphhcd concept of distiibution, rt 
IS obvious to most persons that cacli individual should be allowed 
to take commodities and services out of the goods-heap in piopoi- 
tion to the contribution which he or some pioductive agent owned 
by him has been able to make to the goods heap He will have no 
desire to take out the same commodities or sci vices which he has 
put m, but the commodities and services removed will be expected 
to hare the same total value as those which were contiibuted 


Although It IS not feasible to go furtlicr with the study of disti i- 
bution in tliese simple terms, we may note that the conclusion winch 
has just been reached is also that of the theory of distribution 
which IS most popular among tire economists in capitalistic coun 
tries today Accoiding to tins theory, the rate of icmuncration le- 
ceived by the owners of a particular giade of a pioductive agent 
tends to be determined by demand and supply, m the long lun 
and under competitive conditions, so that it equals the maigiiicil 
productivity of the giade of the pioductive agent in question oi the 
marginal contribution whicli this productive agent is able to make 
to the exchange value of commodities and services We aic assum- 


mg, of course, that the units of a particular giade of a productive 
agent are so nearly alike that they may be interchanged in produc- 
tion and that they are able to contnbute to the production of a 
number of different commodities and services with varying exchange 
values IE only a few units of the paiticular grade of a productive 
factor are available, the rational allocation of productive lesources 
requires that these units be reserved for iheir most important uses 
(most important, that is, from the point of view of ci eating ex- 
change value and not necessarily from that of social utility or wel- 
X, ^ I"®® of units of the agent of production are 

Svmi ; ^ employed fully only if some of tliem are 

e otea to relatively unirapoitant uses-that is. to die production ol 
conomic goods which have comparatively little exchange value 
„ ^ condmons for the pioductive factoi. it 

ttnportam "^ent m its least 

ST 1 “ important in determining the late of 

gent Since these units are like and interchangeable, the loss of any 
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umt whatsoever would depnve us, in the long run, only of the 
productivity of the agent in its least impoi tant use That is, the uses 
of the agent would be leoiganired so that the only use lost ivould be 
the one “off the end” or the least impoitant oi raaiginal use In 
consumption, if I consume a certain numbei of gallons of water m 
a day and I am deprived of those units which would ordinarily be 
used for drinking, I shall move the units which would oidinanly 
be used for spiinkling the lawn up to the moie important drinking 
use and the only use of water whicli I shall lose will be its least 
impoitant use This same analysis is applicable to the use of produc 
tive agents and it is impossible to impute greater importance oi 
productivity to any unit of a given grade of a productive agent than 
that of the marginal unit 

Now long before any unit of a pioductive agent would be de 
voted to the fifth or sixth most important use, it would be profitable 
to devote more than one unit of the agent to the most important 
use In fact, we should use a umt of the agent for the second ii«»i 
impoitant use only when it appeals that the first unit devoted to 
tins use will aeate moie exchange value than would another unit 
devoted to the most important use, and so on down the line The 
pioduction of the various economic goods would be carried so far 
that the productivity of the last unit of the agent in the most impnr 
tant use would be equal to that of the last unit of the agent in an} 
other use. and even in the last or marginal use of the agent Thus 
ive see that thae is both an intensive and an extensive margin m 
the utilization of a given grade of a productive agent and that t le 
marginal productivity of the agent will tend to be the same at bot ' 
margins, in the long run under competitive conditions These o 
servations complicate the explanation to some extent, but thej 
not affect the essential conclusion, which is that all owners of uni ^ 
of a given grade of a productive agent tend to receive a rate 
remuneration that depends upon the productivity of the agent m i^ 
marginal or least important uses, m the long lun under coropetino 
Bearing in mind possible reflex influences of rates of lerounera i^^ 
on supplies of the pioductive agents, when ive apply 
analysis to all other grades of the same productive agent and 
the grades of othei productive agents, we have a geneial me n ^ 
dismbution which suggests how fiist the money income 
the real income of a capitalistic economy will be appoi none 
the owneis of various grades of the pioductue agents 
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The Assumliitom 0 / Distrtbuhon Theory The general thcoi y ot 
income distiibution is based upon a considciablc minibei of as 
sumptions Specifically, the thcoty assumes that (1) there aic many 
deinandcis and suppheis of each prodiictnc .ii'cnl or giade oi an 
agent, (2) the users of any agent corapclc aclncly foi the asailable 
units of the agent, and the ouncis of the agent compete arti\cl\ foi 
the asailable oppoi tunities for its employment, with no combina- 
tions, otganiralions, 01 conspiiacics on cithci side of the maikct, (3} 
the owners of any pioductnc agent and those who use it in piodur- 
tion aic icasonably well informed concerning market conditions 
11 Inch affect the agent, (1) cadi agent of production is mobile as 
between places and occupations, (*>) theic is equality of bai gaining 
power between the suppliers and dcmandcis of each piodiictivc 
agent, (6) the govcinracni docs not inieifcic in tlie distiibutnc 
process, and the rates of icmunciation for owners of productive lac- 
tors are dctei mined exclusively by demand and supply factois in 
the maikct, and (7) the cntcipiiscis who demand die pioductive 
agents sell then 01 m finished products undci competitive market 
conditions 


If all diesc assumptions arc lealired in practice, the distiibution 
of income in actual economic life will be like that envisaged by the 
general theory In a work of this kind, we cannot take lime to ana- 
lyze each of these assumptions in detail, to decide to what extent 
cadi assumption is rcah/cd oi not icalucd in practice, and to 
specify the effect of the nomcah/ation of cadi assumption on the 
mious disinbuiive shares We may say, howcvci, that ibcsc various 


assumptions are seldom, it cvci, completely tiiic or completely false 
as descriptions of actual maikct conditions in connccuon with dis- 
tiibution in capitalistic economies The extent to which they aic 
lealucd in practical situations vanes from one time to anothci m 
legard to the same agent of production and varies from one agent 
ot pioduction to another at the same time While any of the assump- 
tions may be invalid at particular times and for paiticular giades of 
terf assumption that the government docs not in- 

tme'.V" f income has been becoming less and less 

rue in capitalistic economies in leccnt years In the United States 

a government in the war period was intc.lci- 

worker for suppoitmg oig.nn./,i,ons ol 

purposes ol collective bargaining with emplovcis and a 
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law specifying minimum wages and maximum hours foi employees 
of films operating in interstate commerce, it had been cairying on 
financial policies which had had a considerable effect on inteiest 
rates in the economy, and it was profoundly changing the final dis 
tiihution of money income by means of heavy progiessive taxes on 
incomes and excess piofits In geneial, considering the assumptions 
of distribution theoiy as a whole, it is necessary to conclude tliat 
the distiibution of income specified by the general theoty is onl) 
the roughest kind of an approximation of the distribution which 
occurs in actual practice in our economic system In fact, some critics 
would go much faither and considei the geneial theoiy a complete 
failure as a description of leality They would say that the distribu 
tion of income in oui capitalistic system is subject to no pi maples 
or laws, save the law of the jungle Each individual strives to get as 
much income as he can for himself legardless of tlie amount of his 
contribution to production He takes who has the power, and he 


keeps who can 

Functional Distribution in 1948 According to one estimate, the 
total national income of the United States amounted to 2244 bil- 
lion dollars in 1948 Salary and wage payments to individuals 
amounted to 139 4 billion dollars, or almost 63 per cent of the tota 
The income of unincorpoiated enterprises (and adjustment in their 
inventory valuation) plus lental income amounted to 50 9 billion 
dollais, corporate profits and inventory valuation adjustment to 2 
billion dollars, and net interest to 4 9 billion dollais' Such bioa 
estimates have some use in comparing economic systems but they o 
not tell us many things which we would like to know For 
we do not know how the large item for wages and ^ 

divided as between the wages of oidinary types of woikers an 
salaries going to business managers and officials Were all t e wo 
ers fairly well paid, or did most of them receive very 
while a few received extremely large ones? Did some of the < 
salaries and bonuses paid to corpoiate officials contain, as they 
do, an element of profits? Did profits, as they often do " 
puted fiom the business point of view, contain elements oi 
which should have been imputed to ceitain other produ 
tors? Finally, statistics foi the national income as a J , 
the bioad shares of income going to the owners of products 


I Survey of Current Business, February, 1949, P 19 
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Kll US nolhmg as to the .ttcomes Nhich the otwus ot the economy 
ipcfived as individuals and as families 
Vmoml or Faimly Drslrtbnhon of Income While the 
income is produced by the collaboiation of the 
and IS receued by the owners of these agents, it is consumed m the 
last analysis by inclisiduals and families, and die factor wliicli is 
impoiiant in connection null then standaid of living 
economic welfare is the amount of income received per individual 
or per family fwm all somces, rather than the rate at which income 
IS paid for each unit of land, laboi, capital, or management The 
most striking fact m the personal or family distubution of income 
in die United States is the CMStcnce of tiemenclous inequality Many 
imlhons of income recciveis have low oi less than-avci age incomes, 
while a relatively small number of poisons and families have e\- 
tremely laige incomes The highest incomes icceived by individuals 
01 families are literally thous.inds of times as gieat as the incomes 
leceived by other individuals or families at the lower end of the in- 
come scale, some individuals or families leceivmg 51 , 000.000 or more 
per year while othcis get less than S500, or even less than 5250, pei 
year 

In 1929, more than 21 per cent of all the families in Uic United 
States had incomes of less than 51000, more than 42 per cent had 
incomes of less tlian $1500, almost 60 per cent had incomes ot less 
than 52000, and almost 92 pei cent had incomes of less than 55000 
The 8 per cent of all die families, which had incomes of $5000 or 
more in 1929, controlled altogether some 42 pel cent of the total 
income of all families As shown in Table 16, the highest 10 per cent 
of the families in 1929 received 46 per cent of the total income of all 
families, while die lowest 10 pei cent received only 1 per cent of 
tins total income, and the lower 90 pei cent received only 54 per 
cent The upper half of the families in 1929 received 81 per cent of 
the total income of all families, while die lower half received only 
19 per cent * The income distributed by families included some 83 
pel cent of the total national income, the remainder being received 
by unattached individuals 

An investigation of the distribution of income by families in the 
United States in the year from July 1, 1935, to June 30, 1936, 


2 The income data for 1929 ire adapted from M Leven, H G Moulton, and 
C Warbunon jimenca's Capacity to Consume Washington The Brookings 
Institution, 1934, Chapter 5 



38 () COMl'ARMIVE ECONOMIC SYSTEMS 

shoucd that .ilniost 42 pci cent ol all the families liad incomes of 
less than SIOOO, almost 65 pet cent had iiiroincs of less than S1500, 
.iboui 7*1 per cem had incomes of less than '52000. and more than 
07 pcM cent had incomes of less than SoOOO J lie families idiicli had 
iiKomcs of 55000 ot inoic, or less th.in 3 pei cent of the total, le- 
teiscd about 21 pei cent of the total income of all families If the 
incomes of unattached individuals isere figincd in, the extent of 
inequality in the distiibution of income would become signifiointh 
gieatcr fn lfl'15-'!6, the highest 10 pci cent of the families iccencd 
% pet tent of the total income of all families, svhilc the losscst 10 


r/intr w 

; //E DISTRIBUTION OF JNCO MT. BTrAMIUCS IN THE UNITED STA TBS 
IN im, 1935-36, AND 1916 

Prajiorhons 

tij Families Ptoportions oj Total Income Recauei {Per Ciiif) 


{Per Cent) 

(im) 

(1935-36) 

Highest 10 

46 

36 0 

Second 10 

13 

150 

Tliird 10 

9 

no 

Fourth 10 

7 

95 

Fifth 10 

6 

70 

Sixth 10 

6 

70 

Seventh 10 

5 

50 

eighth 10 

4 

45 

Ninth 10 

3 

30 

Lowesi 10 

1 

20 


pel cent of the families leccived about 2 pei cent of this tota m 
come, as indicated in Table 16 The highest 20 pei cent ° ” 
f.imilics recciscd one-halt (51 pei cent) of the total income o 
families, and the other 49 per cent of the total income svas receiv 
by the othei 80 pci cent of tlie families Again, die upper halt 
the families g.uneied some 78 5 pci cent of the total income o . 
families m 1935-36, which meant that the loirei half of die tami 
leceived only some 21 6 pei cent of this total income® 

In 1946, the highest 10 pei cent of the families leceived 3 P 
cent of the total income of all families, svhde the lowest 10 per c 
of the families leceived only 1 pei cent of this total >»come 
highest 20 per cent ot the families leceived as usual about lu t 

0 United States National Resources Conunittee, Constniiei 
United States, Tlicir Dtsltibiition <« 1S35-36 tVislungton, 1988 
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pel cent) o£ the total income o£ all £amihes, leaving 53 pei cent 
o£ the income for the otlier 80 per cent of the families I>ividing the 
income receiveis into two groups, we find that the upper half o£ the 
families had 78 pei cent of the total income and the lower half only 
22 per cent* The gieat size of the national income in teims of 
dollars in 1946 meant a large inaease, of course, in the proportion 
of all families receiving more than a fixed number of dollars lihe 
81000, $1500, or $5000 so a comparison widi other years on this 
point would have little significance These various studies suggest 
that, while the exact figuies change to some extent from one year 

TAvm n 


THE DISTRIBUTION OF WEALTH IN GREAT BRITAIN 
IN ion AND 1924 


Proportions of 

Proportions of 

Wealth Owners 

Total Wealth. 

1912 

Owned, 1912 

{Per cent) 

(Per cent) 

02 

43 2 

05 

57 5 

09 

67 0 

33 

82 9 

133 

92 9 


Proportions of 

Proportions of 

Wealth Owners, 

Total Wealth 

1924 

Owned, 1924 

(Per cent) 

(Per cent) 

0 04 

24 9 

01 

33 4 

03 

43 0 

08 

57 0 

1 6 

66 7 

60 

83 6 

23 0 

93 8 


to another, the general picture of mcome distribution by families 
lemains relatively constant That is, m general the upper 20 per cent 
of the income receivers of the United States will receive half or 
moie of the total income of all receivers, leaving half or less of this 
total income for the other foui -fifths of the families, and the upper 
half of the income receivers ivill receive three-fourths or more of the 
total income, leaving one-fourth or less for the other half of the 
leceivers 

The DtstnbuUon of Wealth Inequality in tfie distribution of 
wealth IS always greater than that in the distribution of income 
Individuals and families must have some income in order to live, 
but they are quite able to live after a fashion without owning any 
appieciable amount of wealth Studies of the distiibution of wealth 
are not often made, so we shall refer to the distribution of wealth in 
Great Biitain in 1912 and 1924 by way of illustration 
■* IV N I’eicli and \V Ktausc, Basic Data of the American Economy, p 23 
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As the data in Table 17 show, well over half the wealth of the 
countiy was owned by 0 5 per cent of the wealth owneis in 1912 and 
by 0 8 pel cent of the wealth owneis in 1924 Two-thnds of the total 
wealth was owned by 0 9 pei cent of the owners in 1912 and by 1 6 
per cent of the owneis in 1924 Some 93 to 94 per cent of all the 
wealth was owned by 13 3 pei cent of the owneis in 1912 and by 
23 0 per cent of the oweis in 1924 ’ Conditions in the United States 
and other capitalistic countiies were undoubtedly somewhat similar 
Inequality in the distiibution of wealth is closely connected with 
inequality in the disti ibution of income, since it means that the m 
come from pioperty will be concentiated in i datively few hands 
The Wastefulness of Inequality Many stauncli supporteis of capi 
talism still legard inequality in the distiibution of income with re 
spectful enthusiasm and considei it as an economic phenomenon 
which IS not only inevitable but admiiable and exhilarating More 
over, they seem to think that anyone who dales to criticize m 
equality is univorthy to be a member of a capitalistic society and 
should be cast fortli into the outer daikness As Tawney has said, 


And who does not know that to approach the question of econonu 
equality is to enter a region haunted, not, indeed, "by hobgoblins, sai)^ 
and diagons of the pit," yet by a host of hardly less formidable tcrrors-- 
“doleful voices and rushings to and fro,” and the giant with a gnm a” 
surly voice, who shows pilgrims the skulls of those whom he has .i rc.i > 
despatched, and threatens to tear them also in pieces, and who, unii 
Bunyan’s giant, does not even fall into fits on sunshiny days, since m 
teintory the sun does not shine, and, even if it did, he wou e p 
tected against the weaknesses that beset mere theological ogies d> 
inflexible iron of his economic principles ® 

However, witli uttei disiegaid Coi such fearsome wainings, 
pioceed to state some of the many cuticisms which are direct < 
the great inequality whicli exists in the distribution of income 


capitalistic countries ,,„„eit 

In the first place, such inequality is said to be wasteful be 
leaves large numbeis of families witli incomes from all source w 
are too small to peimit the woikers to function at full d to 
Estimates of tlie amount of money income necessary to , 

family of average size on a standard of living regarded as a 

5J WedgKOod, The economics of Inheiilance London George Routl« R 

Sons, Ltd , 1929, p 47 „ rnmn.in>, 

&R H T-Junc), Equality Ne^v York H^rco^rt, Bncc in P 

1929, p 29 Reprinted Ii) pciinissjon of the publishcis 
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mum for "health and decency” vary considerably from one ^s'ntcr to 
another They vaiy because of changes in tlic puce lc\el and pin- 
chasing power of money from time to time and place to place as 
well as because of diffci cnccs of opinion bctivcen wi iters as to the 
Items which simply must be included in such a miniinum standni d 
of living Howes er, the estimates have ranged frequently from $1500 
to. $2000 per ycai oi even more On the basis of the low estimate 'ol 
SliOO, it would be ncccssaiy to decide that some 65 pci cent, or al- 
most two tliirds, of all families in the United States failed to receive 
a money income m 1035-36 which would have pioiidcd them with 
such a minimum siandaid of living foi health and decency If $2000 
pel yeai were taken as the amount of money income necessary for 
the minimum standni d of living, 70 pel cent oi almost four-fittlis of 
the families m the United States fell short of the minimum standard 
in 1935-36 


The results of this situation cannot be measured accurately but 
they are simple to describe When family incomes arc below the 
minimum standard for health and decency, ivlicn workers have to 
get along with inadequate food, clotliing, and slicller, when they 
have to slay at then machines in spite of illness because they cannot 
afford to take time off, when they must go back to ivoik because ol 
finanaal considerations even though inadequately recovered from 
serious illness or accident, when they must get along with a piogram 
of all work and no play or iccrcation, it is very unlikely that the 
efficiency of these workers can be anything like fully mamtamed 
tVhen incomes are inadequate foi cunent consumption, millions 
of families find it impossible to save for financial cmeigcncics, and 
the efficiency of workers suffers as a result of economic insecurity 
• lliey know only too w-ell the devastating effects which they and 
eir fomihes will suffci if tlicy become unemployed because of de- 
pressed business conditions, if they arc incapacitated by illness or 
mjuiy, or if they lose then jobs because they become too old for in- 
austnal or business employment long befoie their needs and wants 

Damocles, in ancient 

his '^^**^* suspended by a hair above 

bv iw w efficiency of workers be reduced 

tn ea swotds dangling over them as they W'orkI Needless 

far insurance of all k’lnds would go 

peoDle ^ninvmg the effects of economic insecurity, but few 
P P would argue that the piesent system of social mmrance in 
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the United States is so satisfactory that it lelieves iroikers of aJI 
then wonies connected with unemployment and othei matteis 

The wastefulness of tlie very low incomes received by millions 
of Ameiican families does not end Avith the lelative inelhciency of 
present-day woikeis We must also consider the effects of loiv faniil} 
income on the young members of the woikei's family ^'\^len tlie 
chUdien of the poor glow up under miseiable home conditions m 
an atmosphere of poverty and despan, when they aie unable to take 
full advantage of educational oppoitunities because they lack food 
and clothing, medical attention, oi aids to sight and heaimg, when 
tliey aie compelled to leave school at an eaily age and get a job in 
ordei to help with tlie suppoit of tlieii families, society suffeis an 
othei loss of gieat but unmeasuiable pioportions When the mental 
and physical development of woikeis' cliildien is blighted by low 
family incomes, the potential efficiency of our economic machine 
suffers also 

The wastefulness of extieme inequality in the distiibution of 
income is not limited entirely to the lower end of the income scale 
Some persons with laige incomes aie active and industiious, but 
theie aie others who leally meiit the title of "idle iicli” and con 
sume heavily tliough they make no peisonal contiibution to the 
productive piocess They aie, of couise, willing enough to let hiisi 
ness entcipuseis use, in return foi a geneious compensation, the 
land and capital which in many cases tliey own as a i esult of m 
heiitance lathei than as a icsult of theu own eifoits in the past, but 
they do not engage duectly in pioductive activity The amount of 
pioductive ability which goes to waste in this iray is piobably nrt 
extieraely large in the aggiegate, but most of these peisons con 
piobably pioduce something, if it iveie impossible foi them to had * 
life of luxuiy without ivoiking 

The Misguidance of Pioductwn Inequality in the chstiibution o 
income is ivasteful in that it lesults, from the social point of \ic", n> 
the misguidance oi misdirection of pioduction This icsult ocriii. 
because gieat inequality shaiply i educes the accmacy witli u 
the prices of vanous goods on the maikct measure ilie lelati'C m 
tensities of human desires foi these goods As w’C hate seen nj 
eailiei chaptei, the pioduction of economic goods under cap'^ 

IS supposed to become adjusted to the needs and dcsiic'. o ro'’ 
sumeis tlnoiigh the price mechanism If consumeis were ladona^ 
and had equal incomes, they would be willing to pay P" 
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for economic goods that they valued most and lowest puces for 
goods that they valued least On the othci hand, business enter- 
pnseis under the influence of economic motivation would be at- 
tiacted to the lines of production ivhosc products commanded high 
puces m relation to then costs and would leave oi fail to cntci lines 
of pioduction whose pioducts sold for prices winch ivcre low in re- 
lation to tlicir costs In somewhat similar fashion, otlicr productive 
agents would be drawn into the favorable lines of pioduction and 
out of the unCavoiablc lines Thus, as a icsult, the goods that \scic 
most strongly desired Mould be pioduccd m laigcst quantities, 
those that weie least dcsticd would be produced in smallest 
amounts, and maiket equilibrium on the basis of prices would come 
much closer tlian it actually does to being an economic optimum 
Undei conditions of e\trcmc inequality in the distnbution of in- 
come, persons with very large incomes may be willing to pay 
relatively lugh prices foi comraodiues and services winch are unim- 
portant to them and which furnish only a uivial amount of satis- 
faction, while individuals with veiy low incomes may be able to 
pay only very low puces for the commodities and sci vices which 
are vital to then health and welfare In this situation, enterpriseis 
m following the profit motive aic likely to pioducc luvuiics and 
trivialities for die iich while the pooi go ivithout the necessities of 
life, foi enteipusers cannot bother to investigate the leasons why 
some prices arc high and profitable while otlicrs are low and un- 
profitable, if indeed tliey aie esen interested in knowing While 
people with small incomes cannot obtain adequate quantities of 
bad!) needed commodities and sci vices, iich people can command 3 
million dollar mansions, 5 mdhon dollar yachts, 51 cais to the 
amily, million dollar coming-out parties, hose at §2000 pei pair, 
perfume at §1800 per ounce, and mink coats and aii-condmoncd 
og houses for tlieir pets Now it may seem to the iich diat there is 
0 misguidance of production in ihis situation, and the same im- 

LwaX u ‘"X inevitable but admirable and ex- 

M 1 be seen by compaung a 

would be Xd on 

turns on the question of utility suggests that great in- 
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equality in the distribution of income pi events us fiom obtaining 
the maximum possible aggregate of satisfactions from the consump 
tion of tlie national income If we assume lationahty of behavior, an 
individual should spend his first, say, $500 of money income m a 
given peiiod for tliose economic goods vvhicli be needs or desires 
most A second increment of $500 would also be spent foi im 
portant goods, but these goods would not be so vitally necessary as 
those secuied with the fust installment of income, and so on, until 
the $500 which made a person's income $1,000,000 instead of 
$999,500 would be very unimpoitant indeed Like the peisons on 
the Lord High Executioner’s list in T/ie Mikado, it nevei would be 
missed Even the leceipt of money income may be subject to the 
Law of Diminishing Utility If $500 or some other sum weie taken 
from a peison with a very laige annual income, it would reduce his 
aggregate satisfactions almost infinitesimally, while the same sum 
added to the income of a peison who now receives only $1000 or 
$1500 pel year would inaease his aggiegate satisfactions greatly 
Thus, the conclusion is that the aggregate satisfactions derived fiom 
the consumption of tlie national income would be gieatly mci eased 
if this income were more equally divided on a personal or famdy 


basis than at present 

Both of these arguments conceining utility rest on somewhat 
unsatisfactoiy grounds That is, they involve intei -personal com 
pansons of utilities or satisfactions, and there is no way m which 
such comparisons can be made effectively Since utility or satisfat 
tion IS a subjective affair, we cannot piove that the rich peop 
enjoy then luxui les less than the jjooi people enjoy their necessities 
or that one man enjoys his tenth $500 increment of money income 
less than another enjoys his filth $500 inciement In fact, it is re 
quently contended that some people have gi eater capacity for e^s 
periencing satisfactions or graufications than others If this « tr 
(and It IS not susceptible to proof), an equal division of incom 
would be undesiiable from the point of view of maximizing the S 
gregate satisfactions deiived from the national income Howeve^^^ 
seems veiy doubtful that some peisons have capacities for 
mg satisfactions which aie tliousands of times as great as t ose ^ 
Other persons, and differences in income of this magnitu e 
persons are piobably not justified fiom the point of view ot &e 
maximum aggregate satisfaction from the national income 
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Ineqtiahly and the Bustuess Cycle Inequality in the dismbmion 
of income is the basis of the famous and populai undci consumption 
theory of the business ejele Accra ding to this tlieoiy, sonic peisons 
haie such large money incomes that they cannot spend them all in 
consumption They save laigc quantities of funds and usually invest 
tliem diiectly or tndiicctly in new pioducmc facilities But these 
additional piodnctive facilities aic useless oi woisc than useless 
unless the goods whicli they eventually will place on the niaikct 
can find puichaseis Moicoici, the gieat masses of consumcis who 


must buy these products, if they are to be sold, have such small 
money incomes that they cannot purchase the goods which arc 
produced foi tlicm When laigc quantities of unsold goods pile up 
on the markets of the coiintiy, products c facilities can no longci 
be operated profitably, and a dcpicssion occurs 


The underconsumption theory of the business cycle, in diis very 
simple form, has few suppoiters among economists today In tlie 
first place, there is quite a logical gap in the behavioi which u 
attiibutes to persons of laige income, foi it assumes that they invest 
blindly in new productive facilities without much thought of a re- 
tuin on then investments and then cease to operate their productive 
facilities as soon as they tail to pioduce a return Again, it is not 
entirely certain that more saiing and capital foimation will occur in 
an economy m whicli great inequality prevails in the distiibution 
of income than in one in which income is more equally divided 
Soviet Russia has had much less inequality in the division of income 
than most capitalistic countries and yet she has earned on saving 
and capital formation at a ticmcndous latc Moreover, the existence 
ot a great volume of saving and investment has not prevented the 
Russian consumers from taking off Uie market all the consumers’ 
goods and services which could be made available for them 
tn-f. more saving and capital formation should occur where 

amedTii“V' problem is necessarily 

rnolwr/ mechanism, it should 

om a L , 0 ^ 1 ™^ production so tliat it will turn 

andL nT consumers' goods 

cent raLumerl 9^0 per 

20 per cent cau “P"^^ if 

volLe of productmn°of T P“ 

mcieasedmrr^ ra^H, T will be 

P ly and trouble wll be encountered unless these 
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additional goods can be sold But there should be no difficultj' in 
selling the goods if their puces aie flexible and decline as additional 
goods are produced at lower costs If an attempt is made to sell 
larger and laiger amounts of consumeis’ goods at stable or iismj 
prices to gieat numbeis of consumeis whose incomes do not incicase 
significantly, undei consumption and depiession may lesult, but 
many conditions besides meie inequality in the disuibution ol in 
come are involved in this lesult 
There is one way in which inequality in the distiibution of in 
come may be closely connected with the events of the business q'df 
Since wages ordinarily go up more slowly than the puce level m 
general, while profits and other types of income which go to male 
up the larger incomes of individuals increase rapidly in periods o£ 
prosperity, it may be tliat in major boom peiiods inequality in die 
distiibution of income will increase significantly If tins occurs and 
the recipients of the large increasing incomes save unusually large 
proportions of these incomes, the income leceiveis of the economy as 
a whole may be calling foi a relationship of 75 to 25 as betnee" 
consumers’ goods and capital goods at the end of a boom peiiod> 
whereas the pioductive facilities of the economy aie geared to an Sa 
to 15 relationship, and misdirected production and undei con- 
sumption may apparently occui For example, m 1922, wages and 
salaries were 55 06 per cent of total income m die United States, 
dividends weie 10 71 per cent, and other propeity incomes 3423 
per cent In 1929, wages and salaries weie 37 40 per cent of total m 
come, dividends 15 98 pei cent, and othei pioperty incomes 456 
per cent Over the whole peuod, while the national income in- 
ci eased about a diiid, the total incomes of persons leceivmg 550,0 
or more per yeai increased 241 pei cent, Uiose of persons leceiwng 
fiom §10,000 to 550,000 inaeased 79 pei cent, those of pnso"* 
lecemng from $5000 to §10,000 increased 67 per cent, and those o 
persons leceiving less than S5000 actually declined ’’ Changes o 
these kinds undoubtedly play an important pait in the business 
cj'cle 

Other Results of Inequality Finally, inequality in the disti iim ^ 
of income is aiticized because it is said to lead to inequality m oi i ^ 
matteis It may not be stiictly coiiect to say that there is 
for the nch and anodier for the poor, but all too often the *> 

rA B Adiiiis, Nalionnl Economic Seairuy Norman (Oth) Tnucr'iiJ 
Oklahoma Pics5i 1936, pp 39 and 276 277 



THE DISTRIBUTION OF INCOME 


395 


an individual in either civil or aitninal cases depends to a considci- 
ablc evtent on his wealth and income status Inequality before the 
law finds its countcipart m political inequality In theory, a capital- 
istic count! y may have political equality, but in practice a rich man 
may be able to control many votes besides his own, influence public 
opinion in favoi of legislation whicli he desires or against that 
which he dislikes, control legislators directly or by lobbying, and so 
on Finally, inequality in the distiibution of income leads to in- 
equality in education and culture, in social status, m business 
opportunities, and in many otlier matters 

In Defense of Inequality Suppoitcrs of the capitalistic system and 
all Its woiks do not hesitate to defend inequality in the distribution 
of income Sometimes it is said that such inequality is natuial, since 
individuals are unequal in many other respects This argument de- 
serves very little consideration Human progress throughout le- 
corded history has depended vciy largely on the changing or over- 
coming of factois that ivere natural, and the fact that people are 
unequal in other respects is no real aigumcnt foi economic in- 
equality As Tawney says. 


Everyone sees, for example, that it is not a valid argument against 
ivomen's suffrage to urge, as used to be urged not so long ago, that women 
are physically weaker than men, since physical strength is not relevant to 
the question of the ability to exercise Uie franchise, or a valid argument 
in favor of slavery that some men arc less intelligent than otlicn, since 
It IS not certain that slavery is the most suitable penalty for lack of 
intelligence * r / 


Many people also argue that inequality in the distribuuon of in- 
come IS inevitable, whetlier or not it is undesirable, and too often 
this argument is based simply upon tlie fact that several studies of 
income distribution in various capitalistic countries at different 
times have revealed not only inequality but a surprisingly consistent 
degree of inequality It should be obvious, however, that inequality 
IS not necessary m all times and undei all conditions merely because 
tends to prevail under certain circumstances and institutions The 
ar^ment that inequality ,s inevitable, though u is sometimes an 
Jumb argument, is classed by Tawney as economic Mumbo- 
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ana Company, Inc , New Yorl 


by permission of Hircourt, Brace 



396 COMPARATIVE ECONOMIC SYSTEMS 

But the power of Mumbo-Jumbo, like that of some other spirits, dt 
pends on the presence of an initial will to believe in the minds of hh 
votaries, and can, if only they are not terrified when he sends forth his 
thunders and his lightnings — the hail of his logaritlims and the whirhiind 
of his economic laws — be overcome If, when he tells tliem tliat a certain 
course ivill result in the heavens falling, they summon up the resolution 
to pursue it all the same, they will find tliat, m a surpiising niimbei of 
cases, though they may have succeeded in improving the earth, the 
heavens, nevertheless, remain much where they were® 


Inequality and Capital Foimation Inequality in income dis 
tribution is sometimes consifleied necessary to tlie development oE 
an efficient and progressive economic system Effiaent pioduction 
must be loundabout, large-scale, and specialized, but such pro- 
duction lequires large amounts of capital Capital foimation and 
accumulation depend upon saving, and saving undei capitalism is 
accomplished fay individuals who have surplus incomes above tlicir 
needs foi curient consumption If oui national money income iteio 
divided equally among individuals or families, little if any sawng 
would occur With some peisons pool and otlieis rich, we may C' 
pect individuals with laige incomes to save extensively and deiote 
tlie saved funds to capital pui poses In this way, the iich are public 
benefactors 


We may admit that individuals with large incomes are responsible 
for a considerable pait of the saving and capital formation that e\ 
ists in our capitalistic system It may also be tiue that, if the national 
income under capitalism were so small that, when equally divided, 
It furnished each individual or family with an amount of monC) 
income no greater than was needed for cunent consumption, sating 
and capital formation might languish if individuals were left 
their own devices On the other hand, if the national income were 
great enough so that, when divided with substantial equality, it fu* 
nished immediate consumption needs, it is probable tliat an a 
quate amount of saving and capital foi mation ivould occur If it ‘ 
not occui naturally, the government could step m and lequne a > 
tional saving and capital formation even undei an essentially capi 
talistic system Ceitainly the aigument concerning inequality*'"’ 
capital formation has little lelcvance for other than capitalistic 
systems, since it is obvious that iclative equality of incomes ’ 
Russia has not stood in the way of cMensive saving and capita or 


0 Ibid , pp 46 47 Reprinted bj permission or Hircoun, Brace md Coii'P” 
Inc , Neil York 
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. mation In any rase, many economists today believe that the idea 
tliat nothing should ever be done which might have tlic effect of 
checking or limiting tlie supply of savings is simply fetishism 
Inequality and Culture An even weaker argument holds that in* 
equality in the disn ibution of income and even e\ploitation must be 
condoned, if not appioved, as making for higher cultuie and civili- 
zation Some people must be poor and miserable in ordci that other 
persons may have suiplus incomes, pait of which may be devoted to 
the support of art, liteiature, and music, to the setting up of founda- 
tions for medical oi educational rcseardi, and to othei piojects 
These advantages might be lost to society, it is said, if the national 
income were equally or almost equally divided among individuals 
or families But many people would contend that these vaiious 
projects should not he carriM on so long as the national income is 
too small to care foi tlie cuircnt consumption needs of all tlie 
people On the otlier hand, if the national income were large enough 
so that, when rather equally divided, it gave each individual or 
family more than enough money income for immediate consump- 
tion needs, these would be nothing to keep these cultural and re- 
search projects from being earned on either by private subscription 
01 by governmental action 


Inequality and Economic Incentives Inequality in income dis- 
tnbution is regarded by some as a source of incentives for tlie in- 
dividuals in our economic system If the national income were di- 
vided equally, it is asked, how would we stimulate woikeis to 
produce efficiently? How would we get the individual to accept the 
most difficult and responsible position in economic life for which he 
can qualify? How would we get people to be business enterprisers 
and manners if they received no more income than ordinary 
workers? In answer to these questions, it is said that most people will 
not work, 01 at least will not work hard, without the prospect of 
economic gam All trades and lines of producUon wliicli are toler- 
ated by society should be charactenzed by •‘equality of oppor- 
tunity, and then all persons should be rewarded according to the 
results which they produce m terms of service, and not on the basis 

service IS 

Sr!? inequality is perfectly just and necessary If our 

P de unusual economic rewards for unusual accomplishments 
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So far as we kno'iv, theie is no complete and final answei to this 
line of aigument If oui earliei analysis has been collect, the desiie 
for economic gain is the most common and stiongest mouvatiiig 
foice at woik in a capitalistic system Consideiing the bioad lange 
of economic activity as a whole, no other way of getting things done 
is likely to be neaily so effective as appealing to tlie desiie of mdi 
viduals for pecuniaiy gain and economic advancement Hoirevei, 
even if this much is admitted, we cannot be entiiely suie why it is 
tiue Should we legaid individuals as naturally acquisitive and the 
capitalistic system, which stresses acquisitiveness, as meiely a 
natuial outgiowth oi development on the basis of the natuie of m 
dividuals in the mass, or does the individual behave acquisitively 


under capitalism meiely because he lives in a system ivhich sti esses 
acquisitiveness and in which behaving in that fashion is the pre 
scribed way to get almost all the things whidi aie legaided as 
worth stiiving foi? Many supporters of capitalism cleaily take tlie 
foimer point of view Acquisitiveness is a pait of human natuie m 
all tunes and places Unless large economic rewaids are provided for 
unusual accomplishments, individuals will lack incentives un o' 
capitalism, and any economic system which attempts to leplace eco 
nomic motivation with othei motivating foices is doomed to failuie 
fiom the outset Other people legard acquisitiveness distinctly as an 
acquired human tiait, ivhich is dependent on the e'cistence of tie 
peailiai institutional and enviionmental forces of capita ism 
Whether oi not gieat diffeiences m icivaids are necessaiy un e 
capitalism, it would not be very difficult to substitute other moU 
vating foices foi acquisitiveness in some othei type of econoffli 
system, accoiding to this point of view 
We also know that individuals even undei capitalism 
motivated solely by the desiie to acquire laige quanuties o e 
nomic goods foi themselves or their families Many people pp ^ 
ently put foith their best efforts and accomplish e\cellent iKU 
governmental or othei posiuons whose natuie is such that i y 
never hope for leally laige material rewards OAers wr 
because of a desire for honois, prestige, and ^ ’t„e 

because of habit, pride in their work, oi °2do„btedly 

game Beyond certain levels of income, individuals u 
work largely to obtain maeased power lathei than any en] 
m consumption which additional money income may bn ^ ^ 
case of miUions of ordinary workers, who have no i eal 
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tain large earnings no matter how hard they work, the chief in- 
centive IS probably negative That is, they feai that they will be de- 
nied access to the material means o£ production unless they woik 
with reasonable diligence Finally, m tlic case ol the many people 
who are usually unemployed under capitalism, we may question 
whetlier the system fui nishes any incentives at all 
Even if considerable differences in incomes are necessary undci 
capitalism in ordei to fuinish individuals with incentives to achieve- 
ment, we have no way of knowing whethei our piescnt difleicntials 
in income are necessary for this puipose oi whctliei they mcasuic at 
all accurately the differences in pioductivity that e\ist On the 
whole, It seems doubtful that the tremendous diffeientials in income 


which pievail in our system are necessary to induce om most 
talented individuals to make full use of their abilities It no woiker 
received less than §2000 per year and incomes wcie caiefully giadu- 
ated from drat level up to, say, $25,000 pei yeai, it might be that 
such differentials would be as adequate to furnish incentives to 
productivity for all individuals as are the much larger differentials 
which we actually have Finally, we may question whether some 
individuals are actually thousands of times moie pioductive than 
others, as the diffeientials in income which prevail seem to suggest 
hiequah^ and the Pnee System Why, then, do extremely large 
differentials in income exist in our capitalistic system? The piimaiy 
basis for unequal incomes among individuals and families is found 
in income derived from the sale of labor services The laboi supply 
IS divided up into non-competing groups in such a way that many 
persons can peiform the functions required by occupations in the 
lower groups, while comparauvely fetv peisons can fill the re- 
qu^ments of the occupations in the higher gioups Rather laige 
^rences in the maiginal productivity of units of labor service 
therefore exist between tlie labor groups, and, although wages do 
not adjust themselves with perfett accuracy to these inter^roup 
productivity, great differences in wa|es o? 

^r^ThuI e 

wiom inH sources of income for the 
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production, individuals receive income for the use of their land and 
capital as well as for the use of their labor services This fact might 
make for equality ratlier than inequality in the distribution of in- 
come if those individuals who had small labor incomes derived 
large incomes from owning land and capital while the individuals 
who had large incomes from the sale of labor services received little 
if any income flora the ownership of land and capital However, the 
actual situation is just the other way aiound The ownership of 
large quantities of land and capital is usually a great help to an 
individual in acquiring a large labor income if he wishes to do so, 
ivhile the receipt of a large labor income makes possible the acquisi- 
tion of additional land and capital Inequality in the distribution of 
income would be gieat enough m all conscience if individuals weie 
limited to receiving income from the sale of their labor services and 
fiom the wealth which they could accumulate in then own lifetimes, 
but It becomes still greater when the institution of inheritance is 
allowed to opeiate Individuals who pile up great fortunes are 
allowed to transfer tliem to their hens, who may continue to receive 
income from the inherited wealth in addition to that whicli they 
deiive from the sale of labor services and from wealth which they 


can tliemselves accumulate 

Fundamentally, then, inequality m income distiibution is deiived 
from the operation of the institutions of capitalism, such as private 
pioperty (including inheritance), fiee enterprise, competition, and 
the pncmg process High prices are set on scarce agents of pm 
duction and low prices on lelaUvely plentiful agents ^results wind 
are desirable in many respects High prices for the scarce agents 
tend to reserve these agents for tlie uses whicli are deemed most 
important on a pnce basis and keep them from being ivasted m 
1 datively unimportant uses Low puces for the moie plenti u 
agents tend to lead to their use in laige quantities and to preven 
their being wasted in unemployment as they would be if high pnce 
were set upon them High puces for the scarce agents tend to bung 
about an maease in tlieir quantity, where such a lesult ' 

while low prices for the more plentiful agents tend to lead o 
smcon of quamuy Tha, we .ee U.at I..gh “ 

wioue gnde. of poducnve agenu oot only result from the ^ 
non of To pnang system but ate nectary to the 
of pradocnve resource, under capitalnm and “ 
equilibrium on the basis of market forces On the other hand, g 
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prices for the relatively scarce agents mean laige incomes foi the 
owners ot these agents, while low prices for the lelamely plentiful 
agents gne Ion incomes to tlie owncis of these agents, and in- 
equality in the distribution ot income results 
Remedies for Inequality It seems to follow that, if we want a 
capitalistic system to opciate successfully, we must look askance at 
schemes for reducing inequality in the distribution of income by 
placing arbitiaiy and artificial prices on the sei vices of pioductne 
agents If a high-powered indusuial manager is wotth §100,000 a 
year accoiding to the market, the evistcnce of sucli a puce for his 
services tends to reserve them for use by that film which can deiivc 
the greatest value (product value, not necessarily social value) from 
them To set an aitificial price of §10,000 a yeai on such a man 
would make it possible for any number of fii ms to claim him and 
would leave no logical method, at least in .in unplanned economy, 
of deeding which firm should get him A similai pioblem of alloca- 
tion would aiise, of course, if we set a rental ot §5000 per year on an 
urban corner lot whicli would readily bi mg $50,000 per yeai in a 
free market 


On the other hand, to set an aibitrary minimum wage of §2500 
a year on tlie services of a man ivho never has earned and ncier 
Will earn more than SI 500 a year in a free market would be to in- 
sure that he and thousands of others like him would languish in 
unemployment outside of a fully planned and controlled economy 
Besides tliese problems having to do with the allocation and use ot 


sources, there would piobably be a severe problem of incentives, 
if we followed the policy of not letting people make widely diffei- 
entiated incomes in an erstwhile capitalistic system To set a $10,000 
sal^ on the business manager whose services would be worth 

<10 0 ^*^ ^ ^ market might well induce him to do only 

§10.000 woith of work annually Such decisions, if reached by con- 
siderable numbers of people, would have most unfortunate implica- 
tions for die pioductivity of the economy and tlie size of the na- 
tional income which it would have to divide 
In view of these difficulties, most people who would like to do 
something about reducing inequality in the distribution of income 
of capitalistic system turn to the philosophy 

then take it away from them” rather 
^ ftat ot "dort fc, d,em mako u i 6,.. p„„” Onl 
idnals have teemed llieir high and loot incomes on the 



402 COMPARATIVE ECONOMIC SYSTEMS 

basis of the pricing piocess, heavy and piogressive income taxes 
can be used to reduce the distance between the exti ernes of income 
The influence of inheritance in increasing and peipetuating in 
equality can be reduced oi laigely eliminated by heavy progiessive 
inheritance taxation The government can use a poition of public 
levenues to subsidize the pioduction of various goods for the use of 
the poor It can also provide a vaiiety of social services to improve 
the physical and mental development of the young These develop 
ments might include health and medical services, medical lesearch, 
infant care, maternity benefits, adequate educational faalities of 
all types, physical culture, and the provision of museums, tlieaters, 
and concert halls In these ways we could hope to bieak down the 
purely environmental baiiiers to movement between tlie labor 
groups and permit eacli person to obtain the highest and most 
remunerative employment for which his native abilities enabled 
him to qualify 

In spite of these possibilities, socialists contend that nothing 
leally significant is likely to be done about inequality under capital- 
ism and that it is necessary to shift to a socialized society in ordei 
to obtain a leal solution foi the problem Theie is an element of 
truth in this contention, for once again we have to worry about tlie 
problem of incentives if -we carry the progressive taxation of incomes 
and inhentances too fai People may not strive to inaease their in- 
comes or to secuie large incomes m the first place if our progiessive 
taxes leave them with too little to keep for themselves Piogressive 
taxes may not affect incentives so severely as would a governmental 
policy of limiting the incomes which people may receive in tlie first 
place If you have laige quantities of income passing through your 
hands, tlieie is always the chance that the government may relent 
and allow you to keep some of it for yourself Moi cover, there may 
be a ceitain prestige value in making a large income even if you do 
not get to keep it Nevei thcless, tlie need foi adequate incentn cs 
definitely places a road-block in tlie way of using progiessive taxes 
to reduce inequality greatly while trying to retain the capitalistic 
system 


QUESTIONS 

1 On what assumptions is die general theorj' of income distribution 

under capitalism based? . 

2 "The distribution of income specified Iiy economic tlicorj is oni) 
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roughest kind o[ an approximation of the distribution nliich occurs 
m actual practice in our economic system" Show uhcther }ou agree 

3 "The most striking feature of the personal distribution of income in 
the United States is its extreme inequality " Discuss 

4 “Statistics on the distribution of income by families in the United 
States for 1929, 1935 36, and 1946 suggest that inequality is decreasing 
gradually" Show whether you agiec 

5 “Inequality in the distribution oi ownership of wealth under capital 
ism IS always much greater than that in the distribution of income ” 
Explain 

6 “Extreme inequality in the distribution of income dccrc<'iscs the effi- 


ciency of production ” Do you agree? Explain 

7 Why IS It argued that great inequality m the distribution of income 
results in the misguidance of production* Explain 

8 How docs inequality in income distribution prevent the rcaliration 
of the gieatest possible nggicgatc of satisfactions from the consiimp 
tion of the national income? Explain 

9 Discuss the significance of great inequality in the distribution of in 
come in relation to business cycles under capitalism 

10 "Inequality m the distribution of income leads to inequality between 
persons wnth respect to other matters” Do you agree? Expl.un 

11 Considerable inequality m the distribution of income is necessary m 
order that there may be adequate sating and capital formation under 
capitalism ” Show whether you agree 

12 It our economic system is to be efficient and progressive, it is neces 
sary to provide unusual economic rewards for the unusual accom- 
plishments of indniduals Henre, great inequality m the distribution 
ot income is necessary and desirable” Show whether you .agree 

™ distribution of income is necessary in order 
mat adequate incentives to efficiency and productivity may exist m 

u economic system ” Do you agree? Explain 

Why does great inequality in the distribution of income exist in oui 
“P'tahstic system? Explain 

5 ‘Though the result is inequality m the distribution of income, it is 

high prices be set on the relauvely sarce 

capitalism to reduce inequality m the dis 
Explain unfortunate effects* 

” duirf S ™ rtte distnbution of income must be re- 

d then reduce inequality through taxation? Why? 



CHAPTER 16 


THE DISTRIBUTION OF INCOME 
(Continued) 


The Distribution of Income under Socialism 
and Communism 


The Elimination of Property Incomes Under socialism, 
people as a whole, operating through tlie government, would own 
viitually all productive wealth and operate piacucally all important 
economic enterprises There would be no landowners as a sepaiate 
gioup receiving rent as a share of tlie national income AVhethei 
there would be any interest would depend on tlie way in which the 
socialistic soaety operated If the government paid out to the people 
mole than enough money income to buy all die available con- 
sumers’ goods and services and then sought to recaptuie a part o 
this money income for capital purposes by means of various devices 
which we have already examined, interest might exist m a sma 
way as a separate shaie in distribution That is, interest woo 
piobably be paid on deposits which the people made in saiings 
banks operated by the goveinment and on government bonds pur- 
chased by the citizens Howevei, individuals could not diiectly own 
any important quantities of capital goods, and interest payments, i 
they existed, would be i datively insignificant Profits would also e 
virtually eliminated as a private share in distribution because o t le 


public operation of most enterpnses 
All this IS what the socialists mean ivhen they say that ren , 
inteiest, and profits would be eliminated in tlieir system They 
not and cannot mean that the factors or forces which give rise 
lent, inteiest, and profits under capitalism could all be < 
under socialism Land would still be of various grades and quali ^ 
under socialism, and a given amount of labor and capital pp 
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to high grade land would still be moie productive tlian lE it were 
used on low-grade land The diffcicntial suipius, instead of lesult- 
ing in rent for individual owners of high-grade land, would merely 
belong to society as a whole It could be paid out to all the woikcis 
as a pait of tiicir wages, or tlic govcinmeni could retain it for pur- 
poses of capital development oi the lendering of various social 
services In similai fashion, undei socialism as undei capitalism, 
production by means of tlie roundabout process using large amounts 
of capital would be more efficient than direct production, and saving 
would be necessary in oi der that capital formation might take place 
The saving process would still be costly inasmuch as individuals 
would undoubtedly continue to piefcr piesent goods to futuie 
goods, othei things equal, even under socialism However, the bur- 
den of saving would fall, in gcncial, on all members of soaety under 
socialism and would be effected by their going without consumers’ 
goods in the present The increased quantities of economic goods 
which roundabout production would make available in tlie future 
ivould then be shared by all members of society m tlie form of 
increased real wages, or in other ways 
Finally, the conditions which give rise to profits could hardly be 
completely eliminated under socialism While some risks might be 
removed oi reduced, weather and other natural conditions would 
still remain uncontrollable, and the actual efficiency of workers 
might be much greater or less than had been planned However, any 
failures of production to come up to expectations, or any successes 
m getting production to exceed planned estimates would be of con- 
cern to the members of society as a whole and not to a particular 
class of private entcrpiisers It should be obvious that the distribu- 
tion of income under soaabsm would be quite different from that 
which prevails under capitalism and that our 'usual theories of 
distribution would be wouhless m connection with a socialistic 
economy Descriptions of the determination of rent and interest in 
terms of marginal productivity and other factors are not very help- 
ful m the study of an economic system in which individuals are not 
allmved to receive these returns as private income or own the agents 
which produce the returns 

If ages under Soaabsm. Practically all income available for con- 
sumption would be received first as money wages and later as ical 
wages under socialism, but there is some question as to what wages 
would be like Some socialists contend that equal wages should be 
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paid to all under socialism in the interests of fairness and justice 
But what IS meant by equal wages? If equal wages were paid to 
each woiker actually employed, families with several bieadwinnas 
would be more adequately provided foi than those with only one 
If equal incomes weie paid to all individuals regaidless of age, the 
large families would in general be in better cucumstances than 
the small families, since tlie very young and tlie very old may not 
consume nearly so much as other membeis of the family and since 
tliere aie certain obvious economies involved in consuming in laige 
family groups A family of ten will not lequire five times as much 
gas foi cooking as a family of ttvo, five times as much electiicity foi 
lighting, noi five times as much fuel for heating, and its food bill 
should not be five times as large Moreover, such an emphasis on 
the desirability of laige families might cause tlie Malthusian bogey 


of ovei population to raise its ugly head again 

If equal incomes weie paid on a family basis, the small families 
would have a distinct edge over the laige ones, and the danger of 
having too small a population might replace tliat of ovei popula- 
tion Apparently, equality is a very difficult objective to attain, eien 
given the best of intentions If substantial equality of income weie 
tlie goal, perhaps die best sj'stem would be one of roughly equal 
wages for adults, with smallei allowances foi dependent clnldren 
and other dependents, and perhaps special allowances for mothers 
or individuals in particulai occupations Even if some way could 
be found to achieve substantial equality in die distribution of 
money income, we should still not be out of the woods, foi indi- 
viduals differ consideiably in the mattei of then needs and desiies, 
and equal money incomes would treat them rather unequally 
this basis Of course, the socialists might try to “educate" people so 
diat they would want very mucli the same things Finally, equa ity 
with respect to money income would leave some individuals oi 
families very much better off dian otheis because, as ive see un cr 
capitalism, some individuals and families are much bettei able to 
manage income than others and get much moie out of a gujen 
amount of money income Somediing could be done about t i 
problem thiough education too, but it is clear that the geneia 
problem of achieving equality is a rather difficult one 

On the whole, it is unlikely that a socialistic economy would a 

tempt to acliieve equal incomes The planneis would have enoug 
difficulties in making decisions lelative to cost with tlie prices 
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costs Of land and capital arbitiauly deteimmed, and ^ be 
desirable if possible, to have laboi costs leal instead of aitificial 
Moreover, we must remembei tliat wages aie 
solely as a reward foi productive accomplishments ^bey are also 
a mlairs of allocating labor among occupations and industries 
Under equal ivages and in the absence of governmental compulsion, 
labor wild piobably pile up m attain occupations and industry 
while shortages of laboi would exist elsewheie Land and capital 
could be arbitrarily assigned to different lines of pioduction by the 
economic planners, but it would be neither humane nor economi- 
cally wise to accoid workers the same tieatment Thus, wap di lei- 
entials between industries and occupations would piobably be setup 
for the purpose of inducing workeis to distribute themselves among 
occupations and industries in a raannei deemed appiopnate to the 
cariymg out of the economic plans of the system 
Thus, the geneial prospectus for soaalism holds that people 
should work according to their desire foi compensation and receive 
income in accordance with the quantity and quality of woik done 
In odier words, wages would presumably be paid on the basis ol 
productivity, but we should not jump to the conclusion that diflei- 
entials in wages under socialism would be compaiable to those 
which exist under capitalism In the fiist place, the workers pio* 
ductivity and wages would depend on social value lather than 
exchange value Some occupations which are open to woikeis undei 
capitalism would not be available at all under socialism Moreover, 
the value of all final products of labor, and hence indirectly the 
value imputable to labor itself, would be determined by economic 
planning on the basis of social need and not by the free operation 
of the market It is doubtful if sudi planning on the basis of social 
need would set up diffeientials in the evaluation of laboi services 
which irere anything like as laige as those which result fiom the 
market determination of exchange values under capitalism Again 
differentials in wages ivould be smaller under socialism than undei 
capitalism, even on a pioductmty basis, because ivorkcis would not 
differ as greatly in piodtictive ability as they do under capitalism 
Soaihsm aims to give every individual as much education and 
training as he can absoib, and in general to bieak down all enviion- 


mcntal barriers to movements between the labor groups With more 
1101 kers able to qualify foi positions m the higher labor gioups and 
fewer workers compelled to remain behind in the lower groups. 
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difFeiences in maiginal productivity between the gioups i\ould be 
minimized and so would tlie necessary diffeiences in wages 
Inequality under Socialism Nevertlieless, theie would still be 
differences in w'ages under socialism and inequality w'ould exist in 
the distiibution of income We should like veiy much to know just 
how great tins inequality would he, but this is something which it 
IS difficult to pi edict accuiately in advance, since it w'ould depend 
not only on the relative productivity of tlie diffeient woikeis but 
also on the need to establish wage diffeientials which would result 
in an appiopriate distribution of w’orkers among occupations and 
industiies Some socialists suggest tentatively that differentials in 
wages from top to bottom might be something on the oidei of 15 to 
1 If differences in wages could be held down to anything like tins 
ratio, inequality in the distribution of income under socialism 
would be extremely slight in comparison with that of capitalistic 
countries The government under socialism would also furnish a 
laige volume of social sei vices, and, if these sei vices were distributed 
equally among the woikeis receiving high and low wages or weie 
given in gi eater volume to workeis (and their families) receiving 
low wages than to woikeis leceiving high wages, inequality m tlie 
distribution of real income would be less than that m the distribu- 
tion of money income 

The inequality in the distiibution of money income which existed 
undei socialism could not accomplish any important ill effects m 
any case The receiveis of large incomes could enjoy a somewhat 
higher standard of living than tlie leceivers of small incomes, but 
that is about all They could not use their laige incomes to acquire 
land and capital nor could they pile up large foi tunes for their 
heirs and dependents They could not use then laige incomes to 
direct productive agents into the pioduction of yachts, limousines, 
elaborate mansions, and othei expensive luxui les, because decisions 
as to the kinds and quantities of economic goods to be produced 
w’ould be made ultimately by die economic planneis and not by 
pnvate, profit-seeking enteipi isers In spue of inequality in incomes, 
necessities for all would come befoic luxuries for an} The icceners 
of large incomes could not indulge in oier-sa\ing, for decisions as 
to saving and capital formation would also be made by the economic 
planneis, and no volume of saving decided upon would be so great 
as to make it impossible for the consumers of the system to take t ic 
aiailable commodities and services off the maiket Neither woul i 
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be very difficult to justify the CMStcnce of modei ate inequality m m- 
comellisaibution undei socialism, for the goal of socialism is the 
abolition of social classes rather tlian the adiievemcnt of peilcct 
equality of incomes It is the souicc of the individuals income. 

rather tlian the amount of it, whidi is decisive 
h,centwes unde. Soaaltm Would the small dilleiences in in- 
comes which modern socialism contemplates prove 
provide incentives foi all? The somlists obviously think that they 
would, but this IS another matter whidi can be fully dcteiminc 
only by evperience The socialists contend that an individual would 
not mind being only fairly piospcious if iheie weie no veiy nch 
individuals with whom he could compaie himself unfavorably The 
socialists do not expect that individuals who aie accustomed to 
receiving laige incomes undci capitalism will cvei be fully content 
with tlie smaller rewards available undci socialism But they expect 
that, as soon as a new generation comes along which is composed oi 
individuals who know notliing of die large diffeientials in income 
which used to prevail under capitalism, people will work just as 
hard and efficiently under the small income dilfcientials of socialism 
as they would under any other system of lewaids This argument 
would be fairly convincing if it did not remind one so much of the 
argument which was once used in connection with piohxbilion in 
the United States Supporters of prohibition contended that they 
did not expect to lelorm individuals who were already confirmed 
drunkards and insisted that prohibition would leally begin to work 
effectively when a new generation bad grown up whose membeis 
had never seen a saloon As everyone remembers, the expectations 
of tliese people were much less than completely realired 
In any case, the socialists do not intend to rely entirely on differ- 
ences in wages to provide incentives for tlie people They intend to 
reduce the importance of economic motivation as much as possible 
while developing other types of incentives greatly Individuals 
under socialism would work for power, prestige, public honors, and 
acclaim Exceptionally valiant workers could be admitted to honor- 
ary orders or soaeties, busts and statues could be set up in their 
honor, they could he given medals, and their names and accomplish- 
ments could be respectfully mentioned over the radio and in the 
newspapers They would take pride m their work, know the joys of 
creation, and have the fun of playing the game They would be 
influenced by the opportunity for education and training, by having 
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wotk suited to their individual abilities, by the cei taiiuy ol having a 
job, by complete lelicf from social insccuiity, by knowing that the 
moie lesponsible positions would be filled on the basis of merit, by 
the piospect of inoic pleasant and inteicsting woik in advanced 
positions, by the knoivledge that, undei fairly equal incomes, tliey 
could benefit themsehes by working to increase the social piodiicl, 
and by idealism, altruism, and devotion to the cause They ivould 
also be subject to ultimate compulsion, since they would hate to 
work to obtain a living However, this leqiuiement would apply to 
all, and evcrycne would have a cliance to make a living Undei 
social piessuie, idleness would be a ground foi social lepioach and 
a fail day’s noik would he a social obligation The slackei vould 
be aware of despoiling his fellows as well as himself Penalties could 
be provided fot unsatisfactory work and otlier shortcomings on the 
pai t of the workers 

Many confiimed suppoiteis of capitalism are very dubious about 
the success with which a socialistic economy could depend upon die 
so-called non-economic types of incentives But, as Cole says, It JS 
hardly surprising if, undei a [capitalistic] system which thieatcns 
men with rum unless they keep then eyes steadily on die mam 
chance, the majority of people are actually impelled to woik laige y 
by selfish matei lal motives But evidence of how men be ia\c 
when tliey aie subjected to the stimulus of one set of motives is ) 
no means sufficient evidence of their piobable behavior under tie 
mfiiieiice of quite diffeient stimuli ’’ Some incentives othei t^ 
those which involve diffeiential incomes opeiate faiily wel even 
iindei capitalism, and, lE they were lemoved from the daik shadon 
of acquisitiveness undei socialism, they might well become eie 
more effective In any case, ev'en if incentives pioved ma cqua 
undei socialism, the soaalists contend tliat an economy wo ^ 
better off with a model ate-sized national income disuibuted o 
basis of substantial equality tlian witJi a laiger national mcom 
most of whidi went to lelatively small numbei of receiveis o . b 
incomes And m this aigument, it seems, tlie soaahsls may 


have sometliing ibuuon 

The Dtsti tbuuon of Income vnder Communism The d 
of income under ideal communism would be ® 

Theie would be no money income to dismbute nor woul 


IG D H Cole. The Simple Case for Sac, ahsm, p 53 Repuoted b> perm.* 
Sion of Victoj Gollincz* Ltd , London 
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anv shares m distiibutmn as such Each able person uould be cv 
pected to work accoiding lo his ability-, and to icccivc «al income 
Loidmg to his needs, without lefcicnce to productivity Diffei cnees 
r mcome would evist only to the extent that tlicie were dilTcienccs 
.. needs from one induidual to aiiotlie. Economic i««* ^ 
volMUg differential incomes would be abandoned and complete 
reliance would be placed on otliei types of incentives Many econo- 
mists would believe that an economic sjstcm could opeiatc eflec- 
tnely on Uiis basis only when they actually saw it happen At the 
very best, communism could be acliicvcd only aftci many decades il 
not centuiies of soaalism 


The Dxstribulion of Income tn Soviet Rvssta 

Propet ty Incomes In matters of income disti ibuiion, Soviet Russia 
measures up to the specifications of thcoictical oi ideal socialism 
fairly well The land of the counuy is owned by the state in the 
name of tlie people and there is no scp.uatc class of people rvlio, as 
landowners, receive lent as private income The collective faimeis 
have been given the right to use then land in pci pctuity, and this 
is almost the same as ownership, but the special taxes wliidi these 
farmers must pay to the government aie said to be enough oi moie 
than enough to cover the lents which, undei othci circumstances, 
the collective farmers might have had to pay to pi irate landowneis 
Practically all the capital of the countiy is owned cithei by the state 
or by state-approved cooperative associations, but inteiest docs 
figure in the national income to some extent A part of the income 
received by private peasants, aitisans, and othei individual pio- 
ducers may be construed as interest on the relatively small amounts 
of capital which they own, and tlic same thing is tiue of part of the 
income received by the collective faimeis and membeis of other 
types of producers’ coopeiatives 

In 1940, when the national budget expenditures amounted to 
173 3 billion rubles altogether inteiest on the public debt called foi 
expenditures of 2 8 billion lubles, oi 1 6 pei cent of the total = The 
public debt increased considerably during World War II, but inter- 
est lates remained low and total interest payments on the debt aic 
still a very insignificant pait of the national income A part ol the 
interest on the debt goes to private individuals as bond owneis, 

-A Yugow, Russia’s Economic front for War and Peace, p 137 
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while the rest goes to savings banks and other institutions with 
investments in goveinment bonds Intel est is also paid on the de 
posits of individuals in the savings banks of the country At the end 
of Woild War II, these deposits had regained the prewai level of 
about 7 3 billion rubles, but the inteiest on them could not have 
amounted to much over 200 million rubles 
The governmental entei puses in vaiious fields of economic activ 
ity make both planned and unplanned profits at times, but the sig 
nificancc of these pi ofits is quite different from that of profits in a 
capitalistic country They belong to the government and are used 
for capital development, social sendees, and other purposes Under 
capitalism, a i datively small part of the people oun the industries 
and receive the pi ofits, but in Russia all the people oivn the indus 
tries and receive the benefit of pi ofits when they are made Oppor- 
tunities for profit on the pait of piivate and coopeiative enterpiises 
in Russia aie extremely limited In fact, the making of pi ofits by 
buying and selling goods is stiictly forbidden Thus, an overwhelm- 
ingly large part of Uie national income available for consumption 
in Russia is distributed in tlie foim of wages, as should be the case 
accoiding to the prospectus of modern socialism 
Wages in Russia Payments which are officially recognized as 
wages aie incorpoiated in the economic plans of the Russian econ- 
omy That IS, tlie economic plans specify a certain total sum or fun 
which IS to be used for wage payments in a given year and indicate 
how this fund is to be allocated among the vaiious industries an 
individual entei prises of the counuy Each industry and each enter- 
prise thus knows in advance how mucli money it may pay out in 
wages during each yeai The government also sets up mmiroum 
rates of wages foi various classes of workeis and establishes piece 
lates for various operations The total wage fund increased from 
8 billion rubles in 1928 to 32 7 billion lubles in 1932, 82 2 Wio 
lubles in 1937. and a planned 133 2 billion rubles m 1942 i 
wage fund actually hit 123 7 billion lubles in 1940 and « s«PP 
to inciease to 201 billion lubles in 1950 undei the Fourth iv - 
Plan The wage fund has increased much more rapidly i 
number of workers leceiving tlieir wages from the fund, a 


average money wage among 


these workers increased fiom 703 rubles 


1 A Baykov, The Development of the Somet economic System, p 
i International Conciliation, Apnl, 1948, p 271 
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in 1928 to over 4000 rubles per year in 1940 It is scheduled to leach 
6000 lubles in 1950 s 

While wages are determined by governmental action in Russia 
rather than by the free play of market forces, tliey have the usual 
two functional aspects That is. on the one hand, wages aie a reward 
for accomplishment in pioduction and an incentive to continued 
productive actiiity On the other hand, they constitute a device lor 
evoking a distribution of labor among the various occupations and 
industries of the countiy which is appiopriate for the canying out 
of the economic plans Both functions call for dilfeiences in wages 
rather than equal wages for all woikeis, but only under tlie most 
ideal conditions would a given set of wage differentials be perfectly 
suited to both purposes Actually, if the planners set up wage differ- 
entials which will reward the workers accurately foi then produc- 
tivity in all lines of work, in so far as the planners can deteimnie 
productivity, they may find nevertheless that they have too many 
workers in some occupations and industries and too few in others 
Conversely, the set of wage differentials which will produce a dis- 
tribution of workers among occupations and industiies which is 
suitable for the carrying out of tlie economic plans may give some 
workers more and other workers less than they deserve according to 
the planners’ notions of the relative values of the various products 
of laboi The planners aim in general to lewaid the workers on the 
basis of productivity, but we must lemember that pioductivity m 
Russia is not the same thing as it is m capitalistic economies, for the 
values of workers’ pioducts which are so impoitant in estimating 
the values of the workers’ services are determined in Russia bv the 
decisions of the planners and not by the free play of demand and 
supply forces in the market Since the values of the workers' piod- 
ucts are arbitrarily detei mined and since the emphasis in Russia is 
always on plan-fulfillment, it is probable that the desire to reward 
the woikers strictly on the basis of their accomplishment would give 
way, if necessaiy, to the desire to disUibute the workers among 
occupations and industries so that the plans could be fulfilled as 
nearly as possible 

Inequality in Russia Since practically all the Russian national 
income is distiibuted directly or indiiectly in the form of wages, the 
existence of differences in wages pioduces a moderate degree of 
inequality in the distribution of the national income The wage 
‘Ibid 
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differentials have always been set up on a moie or less e\peninental 
basis and have been subject to fiequent and consideiable diangcs 
In die early days after the peiiod of Wai Communism, it was in 
tended that the highest wages should only be about tiuee times as 
great as the lowest By the end of the Fust Five-Year Plan, the ratio 
between the highest and lowest money wages was commonly re 
ported to be about 10 to 1 This ratio was reported to be about 
12 to 1 in 1937 “ A deciee of November, 1937, established a rami 
mum wage of 110 lubles pet month for workers m industiy and 
transportation and a further decree of August, 1938, prohibited 
salaiies above 2000 lubles per month On this basis, the extent of 
inequality in incomes foi workers of all grades m industiy and 
tiansportation was about 18 to 1 ^ Inequality over the whole econ 
omy was somewhat greatei than diis, foi some woikeis in other 
fields undoubtedly received wages which were below die miniraum 
established for woikers in industiy and tianspoitation A still later 
prewar estimate indicated diat the extent of inequality in income 
distribution in Russia, as measured by the highest and lowest wages, 
was about 20 to 1 ® Even inequality on the order of about 20 to 1 
was, of couise, extiemely small in compaiison with that which pre 
vails in capitalistic countiies wheie die latio between the highest 
and lowest incomes is seveial diousand to one (some socialists say 
40,000 to I in the United States) 

Critics of the Russian economy sometimes alleged that these offi- 
cially admitted diffeiences in wages and income did not tell the 
whole story and chat high pai ty and industrial officials drew salaries 
ivhicli were far above the legal maMmum Sometimes, these ciiucs 
said with bated bieath, these foitunate individuals received as much 
as 7000 rubles a mondi On the basis of die minimum wage for 
workers m industry and transportation, dns would have prodiiccii 
inequality of something like 64 to I between die highest and lowest 
incomes Theie was no way of pioving oi disproving such daims 
but, in order to avoid becoming too enthusiastic about them, wc 
may point out tliat an income ol 7000 rubles pei month, even at 
the official late of exchange, ivould have been the equivalent of on ) 
about S16,800 per yeai Now that is a good-sized income, but man) 
of om capitalists, who liked to talk about the great incqu® i 

0 TAt Anliow, Noicmbei 13, 1937, pp 5Z3-326 

tM T riormsk), To.uairf an Undctaamling of the USSR. p u> 

6 A yngov., Russia's Economic rtottl foi War and Peace, p ICj 
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■which pievailcd in the distribution o[ income m Soviet Hussia, 
would have thought that oui capiuilistic system had been mined if 
die top incomes had been limited to 516,800 per yeai, even after 
taxation 

Inequality in the distiibution of money income takes no account 
of the various social sciviccs which aic distributed to the Russian 
citizens from time to time Sometimes it is claimed Uiat the citizens 
receive as much as a fourth of tlicn leal income in the form of social 
SCI vices and free public sci vices which arc enjoyed moic oi less on 
the basis of need® If these items arc distiibutcd lathci equally 
among persons with large and small money incomes, they operate to 
make the extent of inequality in the distubntion of leal income con* 
sidciably less than tliat in the distiibution of money income On the 
other hand, some critics contend that various fice sei vices arc dis- 
tributed m such a way as to make inequality in the distribution of 
real income actually gveatcr tlian that in the disinbuiion of money 
income That is, they say that the persons who diaw the laigest 
salaries are also granted the free use of magnificent houses oi apai t- 
ments, country estates, rest liomes and sanatoria, expensive limou- 
sines, and many other things to which ordinary citi/cns have no 
access Once again, we have no vvay of evaluating these conflicting 
claims ° 


During World War II, much was heard about increased empha- 
sis on dillercntial wages and salaries as a means of stimulating 
worker productivity in the Soviet Russian system By the beginning 
of 1947, when the average wage of workeis in the national economy 
was probably about 450 lublcs per month, oiiutanding individual 
workers weie receiving 4000 to 5000 lublcs per month, and plant 
airectois, high officials, leading scientists, and other select groups 
made as high as 6000 rubles per montli v» Such differences in wages 
between the average workers and the liiglicst-paid workers meant, 
t course, mudi larger differenuals between the highest-paid and 
Jie lowest-paid workers And if. as commonly rumored, the highest- 
paid woikers receive especially wonderful grants of "free" services 
commodities diiectly fiom the government in addition to Uieir 
oney pay, inequality in the distribution of real income in Soviet 
Russ a may now bear at least a family resemblance to that which 
exists under capitalism after taxaUon 


Harry Schwartz, flimia'i Postwar Economy, 


p 79 
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Incentives m Russia The wage system of Soviet Russia indicates 
that the leaders of the economy intend to depend quite strongly on 
the economic motivation of workers of all grades as a means of 
achieving efficiency and increased pioductivity In as many types of 
wotk as possible, wage payments are on a piecework basis And the 
piecewoik system in Russia is in a position to fuinish a stiong stimu- 
lus to the woikers since there are no capitalistic employers to lower 
the piece lates as soon as the workeis begin to make a little more 
money than usual and to bring about a situation in whicli the work- 
eis will have to work much haider than formerly to earn even their 
former wages However, the Russians have attempted to use the 
piecework basis of wage payment for some types of work which in 
other countries would not be considered well suited for this system, 
such as, foi e\ample, repair work and w'ork requiring great prea- 
sion The pieceivoik system has sometimes led to the turning out of 
large quantities of low-quality product, to an unduly large amount 
of overtime woik, and to a failme to use safeguards for workers m 
cases where such devices would lower the speed at which work 
could be cained on. 


Additional bonuses beyond ordinary piecework earnings are 
widely used to reward Russian w’oikers who greatly inaease the 
quality and quantity of their work The increases which have oc- 
curred in wage differentials from time to time indicate the willing- 
ness of the leaders to experiment with the wage system and to make 
any concessions within reason to induce the woikers to put foith 
their best efforts and increase pioductivity On the other hand, tlie 
increasing average money wages of the Russian workers have not 
been matched by similar increases in real wages, and this fact has 
doubtless robbed the ina eases in money wages of much of their 
effectiveness in stimulating the workers The Russian workeis are 
leheved of many of the worries which beset the workers of capita 
istic countries That is, there is no danger of their being unable w 
find woik and there is, as we shall see in a later cliapter, an a 
quate system of social insuiance to piovide against the othci ns s 
which workeis are espeaally subject The Russian woikers ® 
an oppoi tunity to move up and advance from a w 

one with a higher rating and more adequate compensauon 1 7 

think they can qualify for the higher job, they declare their im ^ 
tion of doing that type of work and must be given a two weexs 
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at It Of »«.», they fall tad. It Itay fail, tot oitaiwiie the tatter 

tnh and Its lemuneration are theirs 
^ In the Russian system, economic lewards are olten 
ciously t«th public honors and prestige values ^ 

tionally pioductive workers aie sometimes made Heroes o£ Socialist 
Toil.” a title which carries with it a gieat amount of honoi and 
prestige (including automatically tlie awaid of the Older of 
Russia’s highest decoration) and also such advantages as addition 
compensation, free stieet-car seivicc and passes foi tiavel. and pre - 
erential housing Other valiant workers aic given t le met as o 
Prowess in Laboi" or “For Disunguished Labor, tWiidi involve 
lower-giade honoi s and smallei matei lal advantages Stalin Prizes 
to the value of 100,000, 50,000, and 20,000 lubles, are also awaided 
for outstanding material and cultural achievements 
A similar combination of public honoi s and economic advan- 
tages was used by the Russian leadeis in then sponsoiship of the 
famous Stakhanovite movement It was on August 31, 1935, tliat the 
coal miner, Alexei Stakhanov, produced 102 tons of coal in a siv 
houi day, instead of the usual quota of 6 to 7 tons As a lesult of 
this prodigious feat, he eained 225 rubles in one day and at the 
same time became a sort of social lion His accomplishment was 
widely publicized, countless honoi s were bestowed upon him, and 
otlier workers in the same and other fields of economic activity were 
urged to do likewise And they did By October, 1935, another 
miner, Andrei Gorbatink, produced no less than 405 tons of coal in 
one day A workei in shoe-manufacturing perfoimed his operation 
on 1820 pairs of shoes in one day instead of the usual 680, a brick- 
layer laid 6554 bricks in a 7i/|-hour day, workers m weaving began 
to tend 216 looms each instead of the standard 26. and so on “ At 
the moment, we aie not interested in analyzing all the good and 
bad effects of Stakhanovisra but merely in pointing out that the 
exceptionally productive workeis were rewarded both with gieatly 
ina eased earnings and with public acclaim and notoiiety 
Many other public honors await the performance of conspicuous 
feats of productivity by the workers Pictuies of outstanding work- 
ers may be hung upon factory walls, busts may be set up in con- 
venient places about the plant, and favorable comment by the 
Soviet press is common Some workers have been rewarded with 
trips to Moscow which have included opportunities to meet and be 
11 A Yugow, Russia’s Economic Front for War and Peace, p 189 



418 


COMPARATIVE ECONOMIC SYSTEMS 


congratulated by the big boss of all the Russians What is called 
"socialist competition” is also lehed upon to stimulate the ivorkeis 
Tile aim of socialist competition is to make a game oi contest out of 
sucli mundane occupations as ploughing fields, manufactuiing 
shoes, or laying bricks Gangs of tvoikeis compete to ma\imize out- 
put or minimize breakage, waste, and scrap Aftei the contests, 
mutual aid is supposed to be the older of the day, ivith the iwnners 
helping the loseis to inciease then efficiency The Russian system 
also appeals to idealism, aluuism, and devotion to the cause Woik- 
ers aie expected to devote a part of their fiee time to voluntary 
labor and to undeitake some task without compensation in addition 
to then regular woik Finally, of course, the woikers may be stimu- 
lated by piide in then work, by tlie leahzation that tliey ate part- 
owners and part-managers as well as woikeis, and by then oppor- 
tunities to suggest improvements and changes m methods 
On the othet side of the pictuie aie vaiious negative incentives 
The Russian woikers aie under ultimate compulsion to work if they 
desiie to be consumeis Unsatisfactoiy woik may diaw dishonorable 
mention in factory newspapeis or wall placards, and tipsv woikers 
may have to draw then pay at special bottle-shaped windows for 
habitual drinkers Couits of workers have been used to deal with a 
numbei of offenses of workers, such as habitual lateness, soldiering 
on the job, coming to woik in an intoxicated condition, undue 
shifting of jobs, caieless and neglectful treatment of socialist pi op 
erty, faulty woik, and waste of material In lecent yeais, tlic con- 
tinuation of many of these evils has led the goveinment to take 
drastic diiect action to reduce or eliminate them, as we shall see at 

a later point , 

The Russian system of economic and non-economic incentives o 
workers would seem at fiist glance to be adequate, but theicsuUs o 
not ahvays beai out this conclusion That is, as we have suggesa 
pieviously, tlie efficiency and pioductivity of Russian ivoikcrs o a 
eiades lemam low in spite of all incentives and inducements 
Sample, at the end of the Second Fivc-Yeai Plan, it was not some 
caiping outside critic but a special committee of the State P an o 
Commission that estmiated the aieiage labor productivity 
out all Russian industries to be only 10 5 pei cent of tia 
United States And tins was the case c\cn though avciage la P 
ductivity in Russia had inci eased by 82 per cent dming the Sccon 
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Five-Year 'Plan At die same umc. the average production o£ coal 
per ivoiker in Russia was 370 tons as compaied widi 844 tons per 
woiker in die United States The amount o£ cast non per blast fur- 
nace woiker was 756 tons in Russia and 1260 tons in die United 
States “ Russian plants in vaiious manufacturing industiies often 
reqmied two oi diiee times as many woikeis o£ all sorts as did 
American plants of similai gencial size and output 
Labor pioductivity in large-scale industiy m Russia had increased 
by another 38 per cent by 1940 “ Duiing the peiiod of World War 
II, under the unusual sumuli opeiating at die time, labor produc- 
tivity in Russia was kept at a surprisingly high level, espeaally m 
vieiv o£ the fact that laige numbers of workers were lost to die 
aimed foices or to the enemy and had to be replaced with youths, 
housewives, and old men However, the postwar situation was much 
less favoiablc, at least in the early yeais During 1946, labor pro- 
ducuvity was thought to be “well below die prewar level, not only 
because of the noimal disruption of production caused by laige- 
scale reconversion, but also because of die poor condition of fac- 
tories and machines in the devastated western area, the wearing out 
of much of the madiinery in the eastern U S S R , and piobably also 
the weariness of Soviet workers after the piivations and exertions ofc 
one of the most bitter struggles in lustoiy ” 

The general question, is, of couise, whediei die low effiaency ot 
Russian laboi must be charged to inadequacy of the system of incen- 
tives 01 whether it is due to other factors, and this question cannot 
be dehnitely answered as yet The inefficiency and low productivity 
of labor may be due m part to the rapidity wiUi whicli the Russian 
Monomy has been industrialized and mechanized When large num- 
bers of workers from the treeless plains, who have never seen an aswe 
et alone a machine, aie brought into mines and factories and set to 
work with modern complicated industrial machinery and equip- 
ment, it is unreasonable to expect anything except ineffiaency and 

2 I 'T ® eventually become trained, or at leasit 
*e Russian labor force in industry has been grow- 

fofce"a7a”S ^ diis Lor 

Harry Schwartz, Russia's Postmar economy, p 76 
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enced Russian woikers have found it difficult to adjust themselves 
to the stnct regimen of uiban industrial life, and they have been 
inclined to be late for work, to miss work altogether if they wanted 
to do something else on a given day, to take it easy on the job, to 
disregard safety rules, and to be careless in the use of mateiials and 
equipment 

Consaous of a general shoitage of labor in industry and certain 
that they could get a job almost anywhere, tlie workers hate been 
disposed to change jobs frequently and to move from one place to 
another in search of greenei pastures Laboi turnover in Russia has 
been simply amazing In some individual plants, there has been a 
complete change of peisonnel, office employees as well as ordinaiy 
woikeis, as often as two or three times a yeai In one year, ovei tlie 
whole economy, 176 4 per cent of the average number of workers on 
the payrolls were hired, and 152 4 per cent quit tvoik This prob- 
lem has earned over into the postwar period, with laige numbers of 
Soviet workers shifting jobs frequently in search of better condi- 
tions of housing, food, and work Rapid labor turnover is costly m 
Itself and has a destructive effect on the productivity of labor 

Again, low productivity of ordinary workers has been due m part 
to the inefficiency of management TTie operauon of factories has 
been characterized by a lack of balance and coordination and a fail- 
ure to plan the whole ordei of work Breakdowns have occuned a 
too fiequently All these difficulties may turn out in the long run to 
be nothing mote serious than growing pains assoaated with the 
comparative youth of the Russian industiial economy If they disap 
pear and tlie level of labor producttvity improves to something U^e 
that prevailing in other industrial countries, there will be htte 
reason to question the adequacy of the Russian system of incentives 
However, if laboi efficiency and productivity remain low after, sa), 
a geneiation of experience with the industrialized economy, we s i 
need to be very doubtful concerning the effectiveness of the Russi 
system of incentives 


The Distnbution of Income m Bntam imdet 
Paitial '•Socialism 

Functional Distribution The coming of parUal soaahsm^m Bnt- 
am has brought little change in tlie distribution o 
10 A Yugow, op cU , p 174 
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lunctional basis Individuals may still receive lentjor Uie use of 
then land and inteicst on the capital funds which they have in- 
vested in various pioductive projects Some industries have been 
nationahred, to be sure, but then Eormei owneis have been compen- 
sated foi tlie loss of then properties and. in some cases at least, the 
compensation has been such as to insure that these owncis will 
receive about the same annual incomes as formerly Outside of the 
nationalized mdustues, piivate cnterpiises ate still allowed to make 
profits if they are able to do so under the many economic contiols 
which the government has imposed And, of comse, wages and 


TABtt IS 


FUNCTIONAL DISTRIBUTION OF THE NATIONAL INCOME IN BRITAIN 

(In £ Miliiona) 


Typt oj Income 

Rent of land and bmldmgs 
Interest and profits 
Salanes 
Wages 

Pay and allowances of armed forces 
Total income 


1938 

ms 

1946 

380 

385 

386 

1368 

2390 

2370 

mo 

1530 

1675 

1735 

2780 

3020 

78 

1255 

523 

4671 

8340 

7974 


SOVRCE StaUstics on Brttain’e Pasiiton, rebmary, 1948, p 30 


salaries aie paid and leceived as usual The data m Table 18 give 
an indication of the functional distribution of the British national 
income m 1946 as compared with 1938 and 1945 
Inequality in Britain By 1946, partial socialism in Britain had 
brought no great diversion of income toward the workers of the econ- 
omy Wages, salaries, and the pay and allowances of die armed 
forces made up 65 4 per cent of the total national income in 1946, 
as compared with 62 6 per cent in 1938, and even this slight change 
probably would not have occurred if rents had not been almost 
completely stabilized under governmental control during the war 
and postwar period The part of tlie national income going to the 
workers m Bntain in 1946 was almost exactly the same as m the 
United States Inequality in the distribution of income on a per- 
sonal or family basis, before taxation, was probably somewhat 
greater in Britain than ra the United States That is, Britain, being 
an older counuy, had had more time for the instzmtion of inher- 
itance to get in ns work and probably had a considerably greater 
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concenuation of die ownership of wealth than did the United 
States 

Aftei taxation, inequality in die distiibution of income is prob 
ably somewhat less in Bi itam than in the United States The basic 
late of the Biitish income tax is 45 pei cent of taxable income, 
though loner rates of 15 and 30 pci cent apply to the fiist small 
amounts of taxable income Besides the basic late, theie is a surtax 
wlncli begins at 10 pei cent on the first eligible £500 and runs up 
to a maximum ol 52 5 per cent At this maximum late, die income 
covcied IS paying total income tax and suitax of 97 5 per cent In 
addition to the income tax and other taxes, Biitain now has a spe 
cial levy on investment income It applies only when the taxpayei s 
total income exceeds £2000 and his investment income exceeds 
£250 The rate is 10 per cent on the slice of investment income 
between £250 and £500 and uses to a maximum of 50 per cent on 
income exceeding £5000 The combination of basic income tax, 
surtax, and special investment levy can cleaily inn well above 100 
pel cent on paits of the income of considerable numbeis of people 
Such taxes operate to i educe shaiply the inequality which would 
odienvise exist in the distribution of income 


Incentives in Biilain The pioblem of incentives in Bntain is a 
tioublesome one at the piesent ume Pioduction in many fields has 
recovered sharply since the wai, is now well above prewai levels, an 
has exceeded the goals set up by the Laboi Goveinment In otlier 
lines, howevei, pioduction has been lagging, is still short of prewar 
levels, and has failed to hit die taigets set up for it by the govern- 
ment On the whole, it must be confessed diat Britain in 1948 w^ 
still unable to work out hei own economic salvaUon and was sti 
dependent to a consideiable extent on outside help, which came 


very largely fiom die United States 
In this situation, it is lathei difficult to determine what has ap 
pened to laboi productivity in Biitain, but at least tivo studies ave 
concluded that little oi nothing has liappened on the ^ 

that labor productivity or output pei man-hour is still just a 
what It was before the war.« Sucli a result, consideied y i ' 
would not be very favoiable The question would " 

ever, as to whether die lesult was due to an unsatisfactory ) 


n Bntain’s mUset New Yoit Bntisli Information Sc™ccs. 1918, PP 31 

18 Labor and Industry m Britain, March, 1948, pp IS 15 
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o£ incentives or some other factor affecting workers of all grades, or 
to ei'ents wholly beyond the workers’ control 

There is one scliool of thought whidi holds that Biitain has no 
satisfactory system of incentives under partial socialism, that con- 
fiscatory taxation and stiingent government controls prevent tlie 
usual capitalistic system of mcentives fiom operating successfully, 
and that the Labor Government does not have oi does not care to 
use powers of compulsion to stimulate the woikeis to greatei pro- 
ducuvity Accordii^ to this point of view, Britain will have to go 
backward toward mote capitalistic methods of operation or forward 
to more complete socialism, witli the probabihty favoring the latter 
course of action, if satisfactory progress m regard to labor produc- 
tivity IS to be attained 

It IS true, of course, that workers are rather well treated in most 
respects in socialist Biitain They still have their unions and make 
use of collective baigaining to settle issues with the employers The 
government does not hesitate to control prices directly, but it 
merely asks that wages be froren voluntarily at existing levels in 
order to prevent inflation and higher costs. There is very little un- 
employment in Britain and the prevention of unemployment is one 
of the major objectives of the Labor Government And the woikers 
aie coveied by a most extensive system of social insurance and are 
benefited by a variety of social services Whether all these things 
will opeiate in the long lun to increase oi to reduce labor efforts 
and productivity cannot be detei rained m advance 


The Disliibution of Income undei Fascism 

The General Situation. The economic institutions of Italy and 
^rmany undei fascism were nominally those of capitalistic econ- 
mies Land and capital were owned by private individuals for the 
most part, many industiies were privately owned and operated, eco- 
ncmic activity was at least partly competitive, and all of the familiar 

capitalism were 

Unfair for capitalism, but 

di C T I" countries 

coniol Soveinment were fiee to interfei e with and 

extendlr “ and their powers 

extended quite naturally to the division of the nauonal 
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They weie quite capable of ordering business entei prises to invest 
all eainings, above a certain rather meager rate, in goveinment 
bonds, of placing prohibitive taxes on dividend payments so as to 
foice businesses to reinvest tlien earnings, of ordering genera! 
changes in wages and prices thioughout the economic system, of 
limiting the rents which could be chaiged, oi of placing buiden 
some capital levies on tlie value of land or the capital and surplus 
of corporations 

Thus, while rent, interest, wages, and profits existed as shaies of 
income for private individuals in the fascist countiies, the only pun 
ciple that can be advanced in connection with these distiibutive 
shaies is that they weie whatever tlie leaders of party and govern 
ment wanted them to be, which is the same as having no pi maple 
at all Even if the leaders had peimitted a consideiable part, say 
half or more, of the fields of economic activity to operate without 
direct goveinmental interfeience, our theories of distribution would 
not have been valid even for this unrestncted section of the econ 
omy That is, it would not have been possible to make the distribu- 
tive shares in this free sector of the economy entirely independent 
of the conditions which prevailed in the controlled section of the 
economy The conclusion is, theiefore, that the extent of govern- 
mental interference with economic activity under fascism was alwa)? 
too great to permit the geneial theories of distribution — ^ivhich de- 
pend, among other things, on the markets for the productive agents 
being free of governmental interference and control — to be even 
loughly applicable 

TIte Distributive Slimes There was nothing about the fascist re 
gimes in Germany and Italy which tended to divert a laiger share of 
the national income in the direction of the woikers In fact, the 
trend was appaiently in the other direction In Germany, for e\ani' 
pie, wages, salaries, and othei earned incomes amounted to 77 4 per 
cent of the total national income in 1932, while property income 
(including profits, undistributed profits, interest and dividends, an 
rent) absorbed 191 pei cent of the total By 1938, the share going to 
wages, salaries, and othei earned income had declined to 63 7 pet 
cent of the total national income, while property incomes had m 
creased to 28 0 pei cent of the total ” Now it might be objected that 
these results are only what should be expected as between a yeai o 
deep depression and one of relative prosperity, and that they shoii 
10 M Y Sueezy, The Structure of the Nazi economy, p 208 
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little ]£ anything concerning tlie effects of the policies of fascism 
However, this objection may be answered by pointing out that 
wages, salaiies, and other earned incomes took 5 1 per cent less ot 
the national income in 1938 than in 1929, while the share going to 
property incomes was 5 9 per cent greater m 1938 tlian in 1929 
Apparently, then, the fascist regime in Germany took much better 
care of enterprisers and rentiers than of woikers And the enter- 
prisers fared best of all, for profits and undistributed profits took 
22 9 per cent of the national income in 1938, as compared with 113 
per cent in 1932 and 16 7 per cent in 1929 “ Over the entire period 
from 1932 through 1938, the total of property incomes increased by 
1464 per cent In the same period, total income from wages and 
salaries increased by only 66 1 per cent, in spite of a 55 2 per cent 
increase m the total numbei of employed woikers, a 117 per cent 
increase in the total hours worked in industry, and a large inaease 
in the total volume of production Noi was the income position 
of the workers much better when account was taken of the relative 
tax burden Tlie ordinary German woikei was spending about 22 
per cent of his income for taxes and various "voluntary” and com- 
pulsory contributions, while these items on the whole made up 
about a third of the national income ** 


However, the workers weie lelatively sure of having employment 
in the later years of the fascist r^mes, and they had tlie benefit ot 
a long established system of soaal insurance They were allowed 
to participate in vacation uips, concerts, theater performances, 
sports, and many other cultural, educational, and recreational ac- 
tivities through the "Strength through Joy” department of the 
kaboi Fiont in Geimany and the Opera Naztomle Dopolavoio in 
Italy, and in Geimany the Labor Front, through its Beauty of Work 
movement, spent some money to try to assure the workers of happy, 
beautiful work-places 

Bicgnahty m the Dutnbutwn of Income The national income 
as distributed very unequally among individuals and families in 

S oOoS than 

15 OOoS income receivers in 1936, there were about 

15,000,000 who received less than 1200 marks per year, and another 

Ibid 

»m, p «'*«««'» The Structure aud Practice of NaUoual Socal 

« Ibid 


“M ^ Snc<a>, The Structure of the Nazi Ccaiiomy, p 209 
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11.500.000 who received incomes ranging fiom 1200 to 3000 mark 
At tlie other end of the scale, tlieie weie 5000 indniduals iMth in 
comes of 100,000 maiks oi o\ei, 18,000 individuals with incomes of 

50.000 to 100,000 maiks, 57,000 individuals with incomes of 25000 
to 50,000 maiks, and 119,000 indmduals with incomes of 16,000 
to 25,000 maiks®* Moieovei, inequality in the distiibution of in 
come increased apparently undei the auspices of Geiman fasasm 
According to Sweezy, the coefficient of aveiage inequality, computed 
in such a way that an maease in the coefficient indicates an 
increase in inequality in the distribution of income, was 0 599 for 
1936, as compaied with 0 500 m 1932 and 0 552 in 1928 On tlie 
whole, howevei, national income appeared to be more equally dis 
tributed in Geimany than in the United States 

Even among the wage-earners, inequality apparently inaeased m 
Geimany undei fasasm In 1929, only about 16 per cent of the total 
number of wage-eainas received less than 12 maiks per week, while 
m 1938 some 22 per cent of the wage-eaineis were in this categorj 
The percentage of wage-eainets receiving over 30 maiks per week 
was about the same in both yeais Clearly there was a lelatnc tliiH' 
mng out of the wage-eai ners in the middle brackets ovei tins period 
There was also great inequality in the distribution of wealth in 
Germany Without going into great details, we ma> say that the 
coefficient of aveiage inequality was 0 649 in 1931 and 0 721 m 
1935 Thus, m Geimany as in capitalistic countries, mequahi) m 
the distribution of wealth was greater than inequality in the dis- 


tnbution of income®' 

In closely controlled economic, such as those of the fascist conn 
tries, the importance of inequality in the distribution of income via* 
not so great as in a capitalistic economy which operates more oi 
automatically on the basis of the price mechanism and the mai c 
That is, the evil effects of inequality could be minimirecl oi i 
some cases eliminated, by governmental control over *^ “*^* , 
which money incomes could be put And, dining IVor ^ 
with the goveinment taking a laige proportion of the 
come foi Its own puiposes, it probablv 
difference how the national income was divided among i 
in the first place On the other hand it cannot be denied th 
distribution of vieakh and income m the fnsast countnes w. m 
moie nearly capitalistic than anything else, and that the incrjinht 
24 Ib,d , p 212 =0 , P 21C = /‘"'J < p “ 
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\vlHch pie\.ukd fitted in \crj pooih witli tJir fontcniions of the 
fascist leaders that the desnes of the citirtns foi ctononiic gams 
should be suboulmaitd to such intangibles as national )>iidc and 
glon, laciat ptiiity, s'lnttit^, huoism, idtalism, and dcsotioii to the 
cause 


dVeSTtOKS 

1 Wlni do the socnhsis nunii whrn thcj si^ ihil nni. inintsi. ind 
profits tsould lit diminiltd uiidci niodtni soci ihsiiii' I \plain 

2 'IsLii if It were considcrLd (ksir-ihtc, an cqinl disirihiiiion ol inrome 
under soenhsm uould he set) dilficiilt to achiese ' Shots tthcihtr 
sou igrcc 

j ''Dilfcrcniials in stages under soenhsm, cten ihntigh iIil) were pud 
on the basis of pioduititii), ttoiild be much sm tiler linn those ttlncli 
CMSt in our cipitnhstic sj'iem” lAplnin 

4 Hou great a degree of ine'ipiality in llit distnbulion of uiroiiie ttmild 
a system of modem socialism prolnblj lolcraic’ rsphin 

5 Would the dtllercnccs m incomes ssbicli luodcru socialism coniom 
plates be adequate to protiilc incentncs for ill? lAplaiii 

C 'A socnhstic system ttould not rcl^ entirely on dilfciences iii stages 
to proside incciuises for the people" l\plun 

7 "Tlie distribution of income under idcil eommiiiiism ssoiild be r\ 
cccdingl^ simple " Do )oii igrct? Lvplain 

8 "Sosict Riisui has not succeeded in eniirel) cbminnting properly 
incomes" Sliost stbethcr )ou agree 

fl Do dilfcrenccs in stages in Sosici Russia depend pumanls on ilu 
desire to reward the stoikers suicil^ on the basis of their pioduciisiis 
or on the desire to disuibntc die stoikcrs nnong occupuions and 
mdiistnes so that the economic plans can be fnlfillcd as neails as 
possible? lAphin 

10 "Inequslity m the distribution of inromc in Sosict Russia is almost 

as great as that stliich exists m leading cipuabsiic counincs” Shots 
stneibcr )ou agree • 

11 To 'shat extent docs Sosict Russia emplos non stage inccntiscs to 
pt things done? Explain 

12 ‘ The low cflicicncy and productmty of the st-orkers indicate tliat the 

osict ussian system of economic and noneconomic inccntiscs for 

,» >n!>deqiiatc” Do you agree? Explain 

w Soviet Riissn stas not affected by the 

,4 “ " Show ssheilser you agree ^ 

in thcTiTif socialism in Britain has brought little change 

15 -Un j “'“"hution of income on a functional basis " Explain ^ 
’"'^‘l"''hty in the distribution of income m Britain 
makes a great deal of difference svhether one is speaking of ineoual’ 
uy before taxation or after taxauon " Do you agree? Expfain ^ 
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16 "There is every reason to think that incentives for workers in Bntain 
have remained adequate under partial socialism ” Discuss 

17 “There were really no economic principles which controlled the final 
distribution of income among persons under fasasm ’ Show whether 
you agree 

18 The unsocialistic character of National Socialism was clearly indi 
cated by the statistics on the general shares of tlie national income 
in Germany” Explain 

19 There is little reason to believe that the extent of inequality in the 
distribution of income in Germany and Italy under fascism differed 
sharply from that which exists in capitalistic countries ” Do you agree? 
Explain 

20 "In closely controlled economies such as those of the fasast countries, 
the importance of inequality in the distribution of income is not so 
great as in a capitalistic economy " Explain 



CHAPTER 17 


THE STATUS OF LABOR 


The Status of Labor under Capitalism 

Wages, Hours, and Working Conditions Since workers and their 
families make up a large part of tlie population of any economic 
system, the status of labor in the various types of economic systems 
IS an important topic for consideration in comparing and evaluat- 
ing these systems Under pure capitalism, wages, hours, and other 
working conditions are supposed to be the result of the opeiation of 
market forces The workers compete actively for employment and 
the employers compete actively for the workers and, under sucli 
conditions of perfect competition, the results are supposed to be 
not only satisfactory hours and working conditions for tlie workers 
but also wages which measure very accuiately tlie marginal contri- 
butions of the workers to product-value There should be no nppfl 
foi governmental interfeience in these matters, for unions or organi- 
zations of workers and employers, or for government-sponsored sys- 
tems of social security There should be no unemployment and the 
government should have no pohey with respect to the matter of 
population growth 

In actually operating capitalistic systems, conditions of perfect 
competition are seldom if ever present in the markets for labor 
Individual woikers and groups of workeis differ sharply with re- 
spect to bargaining power, mobility as between places and occupa- 
Uons, and other matters which affect the terms of employment The 
competition of employers for woikers and of workers for employ- 
ment IS sometimes active and sometimes not Under these condi- 
tions, great disparities exist between workers and groups of W'oikers 
with respect to wages, hours of work, and other conditions of em- 
ployment Moreover, the federal government and other govern- 
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mental units inteifeie quite frequently in matteis affecting the 
status of labor 

Wages, Hows, and Wmktng Conditions in the United States In 
the United States, theie were about 61,296,000 gainfully emplojed 
persons in the middle of 1948 Included in the total numbei of 
employees weie some 16,058,000 in manufacturing, 9,648,000 in 
trade, 9,396,000 in agiicultuie, 5,607,000 governmental employees, 
4,663,000 in seivice fields, 4,092,000 in tiansportation and public 
utilities, 2,182,000 in construction, and 1,727,000 in finance^ At the 
same time, average weekly earnings in all manufacturing industiies 
amounted to $52 81, which would give an annual rate of about 
$2746 Such average figures mean comparatively little, foi they covci 
up great disparities in wages from one field to another in manufac 
turing and among tlie individual workers m the various fields For 
example, average weekly earnings in manufactuiing in May, 1948, 
varied between $37 12 and $72 78 from the lowest to the highest 
fields Variations in wages weie even wider when non-manufactui- 
ing fields weie included in the picture 
The tiaditional wages on a time basis, or so much per hour or 
day, are still widely used m Ameiican industry, but firms in some 
industiies use various kinds of incentive wage systems which afford 
the workers additional eainings when they inciease the quantity of 
their work while mamtaimng quality In many years, tlie existence 
of considerable though varying numbei s of unemployed woikeis 
gives the workers who have jobs an incentive to maintain at least 
fair efficiency lest they be denied access to the mateual agents of 
pioduction and be made to exchange places with unemployed work- 
eis Under sucli conditions, employ'eis themselves aie able to deal 
quite effectively with such pioblems as absenteeism, lateness to 
work, and undue laboi tui never Howevei, some of these pioblems 
have been more troublesome than usual undei the conditions of 
full employment which Jiave prevailed during the war and call} 
postwai peiiods In the moie distant past, compaiatively few oidi- 
naiy woikas in Ameiican industiies have been able to command 
adequate annual vacations tvitli pay, but in the last few' y&irs this 
situation has been changed in a large numbei of fields 
The average actual woiking week of the employees in all manu- 
facturing industries in the United States was 398 hours in Ma), 

1 Survey of Current Bunness, Augart, 1918, p S-9 

2 7W,pp S 13, H 
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IS-IS, but die vaiiations wcie fiom 342 to 46 7 houis in diffcient 
manufacturing fields In non-nianufactuiing fields (not including 
agiicultuie), the average weekly horns pei woikei vaiicd fiom 57 2 
in building const! uction to 4G5 in the operation of sueet laihvays 
and busses® Gicat dispauties also exist in the woiking conditions 
undei which die woikeis aie employed Some woik places aie sani- 
taiy, and well lighted, heated, and sentdated, while otheis aie 
miseiable in the extreme Thus, the gcneial pictuic ivith lespect to 
wages, hours, and woiking conditions is one of extieme inequality 
Some workeis leceive high irages oi salaiies for working shoit houis 
undei ideal woiking conditions, w'hilc otheis receive meie pittances 
£oi slaving long houis under abominable woiking conditions 
Goverimental htiojerence Tlie citirens of the United States as 
a group base not always been willing to accept the wages, houis, 
and woiking conditions produced by the opeiation of maikct foices 
as entuely satisfactory As a result, die fcdeial government and 
other units of goveinmcnt have come to mteifere with these results 
m a variety of ways For example, the economy has been opciating 
since 1938 under the influence of die Fair Laboi Standaids Act, 
which aimed to put a floor undei wages and a ceiling ovei hours 
The Act forbade employers whose products move in interstate com- 
merce to pay wages of less than 25 cents per houi, oi to woik their 
employees more dian forty-four hours per week unless they weie 
rlf oveitirae wages m cash at the late of "time and a 

half" The Act also provided for a giadual inciease m wages and 
decrease in hours thiough time until, by 1945, the minimum wage 

would be 40 cents an hour and the maximum hours would be foitv 
a week •' 


wages originally piovicled by the Act were 
th ^ fouy-four hour week, u was estimated that 

me Act affected immediately some 750,000 workers widi respect to 

Tl nnn”L moeased. it was expected that 

some 11.000.000 workeis would eventually benefit The widespread 

ncreases m wages which occurred during the war and early postwai 

S consideiably. and the rapidly 

vsmg pnees of consumable goods made the minimum wages prj 

“ tftnt , pp S 12, 13 
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vided by the Act entiiely inadequate in any case Inaeases in tlie 
minimum wages have been recommended to Congiess on seveial 
ocrasions, but they had not been enacted up to the middle of 1949 
I he Fair Labor Standaids Act of 1938 also attempted to deahvith 
the problem of child labor and it provided that, in industiies en- 
mtei state commerce, no child under sixteen years of age 
could be employed None under eighteen yeais of age could be em- 
p oye if the work was hazardous or unhealthy It was high ume 
that something was done about the problem of child labor, for in 
previous years more than 2,000,000 children from 10 to 17 yeais of 
age were gainfully employed in the United States and often with 
the most unfortunate lesults However, the federal government had 
made several previous attempts to regulate and control the use of 
child labor On three separate occasions, federal laws dealing with 
this matter had been declared unconstitutional by the Supreme 
Court of the United States, and a constitutional amendment foi the 
same general puipose had failed of ratification by the states The 
federal government has also interfered with the natural opeiation of 
laboi markets by means of legislation pi omoting and fostering the 
organization and development of labor unions, as we shall see later 
Finally, state governments have inteifered with wages, hours, and 
working conditions for particular groups of workers by means of 
legislation 

Labor Unions under Capitalism The ivorkers of capitalistic coun* 
tiles in general and of the United Slates in particular have not been 
content to rely entirely on governmental intervention for the im- 
provement of their economic status Instead, they have banded 
themselves together into laboi unions foi the purpose of bargaining 
collectively with the employers The individu^ workei is usually at 
a great disadvantage in bargaining with the employer His services 
are peiishable and must be sold fiom day to day, and he does not 
usually have financial leserves which are large enough to pcimit 
him to hold out very long for better terms of employment On the 
othei hand, while the employer must have employees, one worker 
moie or less means very little to him Under collective bargaining, 
the ivoikei's disadvantage is eliminated or gieatly reduced His need 
for a job is not reduced, but tlie question facing the employer 
becomes one of having a complete labor foice or none at all, rather 
than one of having or not having a particulai woikei Tlie voikers, 
gathei ed together in a union and delegating the task of bargaining 
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with tlie eniployei to an official oi agent of the union, can often 
obtain much better tciins of employment liian the individual woik- 
eis could obtain for themsches 

Labor unions in llie United States ate of sevcial kinds, but the 
two most impoitant types aie a aft unions and indusiiial unions 
A craft union is an oiganiration of woikcis in a ceitain craft or 
trade (such as bricklaying oi cigar-making), and it aims to pioniote 
the economic intcicsts of this gioup of woikcis alone An industiial 
union, on the othei hand, aims to include all employees who woik 
in a given plant oi industry without rcgaid for the types of work 
which they perfoim Thus, it is often said that a aaft union opci- 
ates hoii7ontally, since its niembeisliip may cut acioss many plants 
or even indnstiies, while an industiial union opeiatcs veitically, 
since It aims to take in all workcis, whcthei skilled oi unskilled, in 
a plant or a whole industiy The chief function of wage-conscious 
labor unions is to baigain collectively with the employeis to secuic 
better tcims of employment for the woikcis, union lecognition, col- 
lective agreements, and closed shops, and if ncccssaiy, to use the 
weapons of organized laboi, such as the stiike and the boycott, on 
the eraploycis Many unions cany on also a vaiiety of educational, 
recreational, social, and ailtural activities foi their mcmbcis and 
some of them have provided certain foims of social insurance foi 
their members in the past On less frequent occasions, labor unions 
have been able to participate to some cMcnt in the management of 
particular enterprises through union-management coopeiation or 
other devices 

With some conspicuous exceptions, employers in the United 
States have been bitterly opposed to the giowth and development oi 
labor unions They have thought tliat the development of unions 
would have an unfavorable effect on the eainings of tlieir entei- 
prises and would interfere with then so called light to manage their 
businesses as they diose, without interference fiom any "outside” 
agency Their opposition has also been based in some cases on 
charges that the labor unions weie radical and subveisive and aimed 
at the eventual ovei throw of tlie capitalistic system It is difficult to 
regard this last contention as valid, unless one is inclined, as some 
employers are, to regard any request for an increase in wages as 
socialistic W^hile it cannot be doubted that some labor unions in- 
clude radical elements, the unions in geneial seem to pursue capi- 
talistic ends by capitalistic methods Like the employcis themselves. 
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they seek to achieve monopolies oi quasi-monopolies and do not 
hesitate to lestnct output if it seems piobable that tliey can make 
moie money in that way than by seeking to ma\imxze pioduction 
In general) the unions have sought to prosper within tlie capitalistic 
system latliei than fay ovei throwing it 
Many methods have been used by employers in the United Stats 
in combating the growth of labor umons Many years ago, it ws 
possible for employeis to attack die budding unions in the courts 
under die conspnacy laws The employers have insisted on die main- 
tenance of the open shop in theur plants and have sought to interfere 
with the development of die moie vigorous types of laboi unions b) 
intioducing an innocuous variety known as the “company union" 
The company union, wliidi was ordinal ily initiated and financed 
by the employer himself, contained repiesentatives of both workers 
and management, did not usually deal with important quesdons 
such as those conceining wages, and could not be legarded as a 
genuine labor organization Employeis have frequently required 
then woikeis, as a condition of employment, to sign “yellow-dog 
contracts under which die workers agreed not to join a labor union 
so long as diey remained employees of the particular concerns, and 
sometimes agreed not to confer oi assoaate with union organizers oi 


membeis during their terms of employment Labor injunctions, is- 
sued by willing judges, have also been widely used to interfere with 
the giowth of labor unions The laboi injunctions were ongmally 
intended to piotect die employeis’ piopeity hom iirepaiable dam- 
age duiing a stuke or boycott, but came to be used to forbid non- 
union woikers to join unions, to prevent picketing, the payment of 
stake benefits, oi the publication of infonnauon concerning the 
progress of a laboi dispute, and to keep union oiganizers from cam- 
paigning among the non-union employees of particular concerns. 
Employees have lured spies to assoaate with the woikers, join their 
oigamzations, and leport on their plans so diat the employed 
would be able to resist tliem successfully Employers have also lure 
aimed thugs and bullies to beat up union organizeis, nngleaders 
among the w'Oi keis, oi woikeis who ivere out on strike 
Aftei interfering with some of these actmties of employers fro 
time to time, dre federal government struck a telLmg blow for e 
labor movement m 1935 with the passage of the National L^oi Re- 
lations Act This law required employers to 
wiUi representatives of their employees and prohibited empl y 



THE STATUS OF LABOR 


435 


from cauymg on unfan labor practices and from inteifcimg m the 
organiratjon of agencies foi collective bai gaming The National 
Laboi Relations Board was set up to administer the Act and was 
empowcied to investigate and settle disputes, to issue ordcis to em- 
ployers, and to have these oideis enforced by the fedeial comts 
The Act was intended to stimulate the giouth of labor oiganiza- 
tions, and it seems to have had that effect in practice The passage 
of the Act was followed by a great inoease in union mcmbciship 
and the organization of lafaoi in many plants and industiics which 
had pieviously managed to escape organization Accoiding to the 
best estimates available, dicrc were atound 14,500,000 union mem- 
bers in the United Stales at die end of 1947, including some 
6,900,000 membas of the American Fedeiation of Labor and 
6,000,000 members of the Congress of Industrial Organizations 
(CIO)- When we deduct emploj’crs, business managers, self-em- 
ployed peisons, and agricultural woikers from tlic total labor foice, 


we find that about a third of the workers who might properly be 
termed "orgamzable” were members of unions There were prob- 
ably not over 5,000,000 union members when the Act was passed 
Though the constitutionality of the National Laboi Relations 
Act vm upheld by the Supreme Court m 1938, there were many 
employers and otheis who contended thiough the veais that the Act 
had gone too far and had actually given labor the upper hand in 
dealing with the employeis The unsetded labor conditions of the 
eaily postwar period apparently convinced many members of Con- 
gress on this point, for the Labor-Management Relations (Taft- 
Hartley) Act was passed in 1947 to eliminate some specific abuses on 
the part of labor unions and to equalize bargaining conditions be- 
tween unions and employeis Undei the Act, no new closed-shop 
contracts may be made and the union shop (or closed shop with an 
open union) may be set up only if a majority of the wwkeis in an 
establishment vote for it The government may ask the couru for 
Wday injunctions against strikes that affect the national safety, 
jurisdictional strikes and secondary boycotts are prohibited in busi- 
nesses in interstate commerce 

exIinT/ forbidden to make political contributions and 

hiS health and welfare funds are pro- 

hibued, and unions are liable to suit for violations of contract 
e a strike may be called, workers must vote by secret ballot on 

'liid.pp 407 408 
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whether to accept the employer’s final offer An employer may dis- 
cuss labor policies with his workers and may demand an election 
if he tliinks the union no longer lepresents a majority of his cm 
ployees Unions may not charge dues oi initiation fees deemed by 
the National Laboi Relations Board to be excessive or disci imma 
tory The NLRB may not ceitify any union as a collective baigam 
ing agent unless it has affidavits from the union officers stating that 
they are not communists The NLRB has been enlarged to include 
five instead of three membeis and is to have a general counsel who 
will prosecute unfair labor piactices 

Waitime Labor Regulation During World War II, laboi in the 
United States was subjected temporarily to rathei rigorous govern 
mental controls Wages and salaries weie frozen undei the Anti 
Inflation Act of 1942, and inci eases in lates of pay could be granted 
only under exceptional circumstances A Wai Manpowei Coinmis 
sion was set up and was given almost dictatorial authority over the 
people of the count! y The Commission was empoweied to decide 
who should ivork, where, and at what task, and whethei he should 
or should not serve in the armed forces By classifying occupations 
as essential oi nonessential (and as deferrable or nondeferrablc m 
their relation to active militaiy seivicc), by encouraging workers to 
shift from the latter to the former types of jobs, by specifying the 
conditions under whidi a worker might move from one job to an 
othei, and in other ways, the Wai Manpower Commission under 
took to utilize the labor foice of the countiy for cxjjcditmg the 


prosecution of the w'ai 

A National Wai Labor Boaid w’as established foi the puipo^e 
of adjusting and settling laboi disputes winch might intetnipt woi 
w'hich was contiibuting to the cflective piosecution of the war 1 he 
NTVLB consisted of foiii public mcmbcis, four cmplojcr mcinhcis. 
and fom laboi members (two icpicsenting the AI-L and two t le 
CIO) Regional IVar Laboi Boaids weic set up, and disputes ic 
tween employers and workers were licaid by trip-utitc boarts or 
panels, consisting of one representutne cadi from industn. a ms 
and the public Recon]mend.itions by these panels wcie made to 
Regional Boaids, which then rendcicd decisions that ' 

live except in cases in which appeals wcic taken to the » a 

Wni L.ibor Boaid , j 

Since there were some actual stiikcs during t ie war pc 
tiueats of others ,n important fields of p.oduriion, Coimrcvs 
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enacted the War Labor Disputes (Smith-Connally) Act m 1943 
The Act applied to establishments required for tlie war effort or 
useful in connection therewith It authorized government seizure of 
private plants in which production had been interrupted by strikes 
and provided (1) for the maintenance of the same working condi- 
tions as prevailed prior to governmental possession and (2) for 
penalties against persons instigating or aiding any strike, slow-down, 
or interruption in plants taken over by the government It also re- 
quired that thirty days’ notice of a labor dispute must be given, and 
^at after the expiration of this waiting penod a secret strike ballot 
should be conducted by the National Labor Relations Board for 
the purpose of determining whetlier a majority of the workers 
favored going on strike Under all these types of governmental con- 
trol, the status of labor m the United States during the war penod 
seemed to differ only in degree from that of labor in Soviet Russia 


or Nazi Germany 

Unemployment under Capitalism Since we are to compare labor 
conditions under capitalism with tliose which prevail m other types 
of economic systems, it seems desirable to state heie the obvious 
fact that large numbers of potential workers sometimes find it im- 


possible to obtain employment under the capitalistic system Stu- 
dents of the problem usually distinguish at least thiee types of 
unemployment— technological, seasonal, and cyclical While these 
three types of unemployment are rather closely mteirelated and it is 
very difficult to divide the persons actually unemployed at any time 
into three watertight classes, it is dear that cyclical forces are of 
fundamental importance in connecaon with unemployment At the 
worst of the post-1929 depression in the United States, some 14,500,- 
000 workers, or roughly one-Uiird of the available laboi foire, weie 
unemployed, and at the peak of the following recovery period the 
number of unemployed never fdl below 4,500,000 Dming the 
period of World IVar II, the demands of war pioduction and tlie 
wiUidiawal of large numbers of woikers into the armed forces 
combined to produce a temporaiy and most unsatisfactory solution 
tor the unemployment problem Unemployment ivas also at low ebb 
flunng the postwar boom period, but the problem lemams one to 

be reckoned witli in considering the general status of laboi under 
Capitalism 


tabs of cyclical unemployment under capi- 

sm, it IS important to inquire whether the business cycles wh4 
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produce it aie at all peculiar to capitalistic economies or whctlier 
they aie likely to ocair under all types of economic systems While 
limitations of space im11 not even peiinit us to make a gi aceful bow 
in the dll cction of the many individual tlieories which have been 
concocted for explaining business cycles, we may suggest at tins 
point that the former view seems moie accurate than the latter In 
othei woids, it seems to be the combination of modern methods of 
pi eduction and exdiange with the instituaons of capitalism, such 
as freedom of entei prise, piivate piopeity, self-interest, competition, 
and the money and price system, whicli is responsible fortlie occur 
rence of business cycles This, of couise, is a claim which the so 
cialists have been making for some time, and, •whatevei we may de 
cide in connection with some of their otlier claims and theories, 
tins one seems to contain a large element of truth 
The socialists contend that, in a system in which the control of 
economic activity as a whole is left in the hands of millions of 
piivate enterpiisers, on the basis of fieedom of entei pi ise, private 
pioperty, and odiei capitalistic institutions, the total results of 
economic activity must inevitably be inappropiiate to tlie social need 
from time to time Individuals may plan then small parts of eco 
nomic activity ever so carefully, but the total results are unplanned 
and the lesults obtained in different parts of the economy are un- 
coordinated It IS as if we weie to set out to paint a gi eat picture an 
gave each of a million individuals one square inch of canvas to 
execute as he pleased, subject to almost no restiictions as to design, 
colois, and other matters When all the individual paits of tie 
undertaking are completed, we put them together and call the lesu t 
a picture The total result may differ remarkably from that win 3 
we would have obtained if we had planned the tvhole picture be ore 
attempting to produce the indnidual paits, and may fit our rra 
desires in the mattei most mdiffeiently And yet the total lesu s 
which are obtained by oui economic system aie produced m a 
fashion quite similar to the haphazaid aitistic venture J”*'- ^ 
sciibed, and natuially show, fiom time to time, lack of equili u 


and maladjustment , 

Since the capitalistic system depends for its operation o 
competitive activities of millions of individuals who are seeking 
enlarge their incomes and follow their own „ 

stiong tendency to overexpand economic activities „ 

time When the puces of goods are favoiable and their pr 
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IS profitable, each individual enterpnsei in competitive industries 
IS likely to seek an inaease in his income by enlarging pioduction, 
assuming that, as a small fragment of the indusby or economic 
system, he can take such action without reducing the pnee received 
for the product When all oi most enteipiiseis in such indusuies 
react in this way, the tendency is foi economic activities to be ev 
panded to such an e\tent that a depression later on becomes un- 
avoidable Thus, It IS alleged, under capitalism ilicie is a tendency 
for competitive industries (at least) to overshoot the mark 
More important, according to soaalists, is tlie fact that in a capi- 
talistic economic system, widi its private property, freedom of entei- 
prise, and self-interest, there is a fundamental conflict between the 


interests of individuals and those of society as a whole — a conflict 
which stands out most clearly in the events of the business cycle 
When, for example, a period of prosperity is well advanced, why 
does a depression occur? It is because the individuals in contiol of 
industry under the institution of private property aie faced with the 
actual or prospecuve disappeaiance of “profits ” Fearing that, if pro- 
ductive activities are continued as befoie, they will eithei fail to 
make money oi will actually lose it, they deade to retiench, curtail 
production, discharge workers, stop buying materials and supplies, 
and so on These activities cut down the incomes of woikers, of 
faimers and of others who produce raw materials, of people w’ho 
deal in materials, and so on The declines in these money incomes 
operate to decrease the demand for all soits of goods, including 
those sold m retail markets, and all industries feel the effects of the 
changed business conditions The enterprisers and managers decide 
to retrench still further and make an additional cut in expenses, the 
money incomes of various classes of persons aie again reduced, the 
demands for vanous economic goods again decline, productive 
oiwauons are cut stiU further, and so on round and round 
Without bringing in the rebtoonships between industries pro- 
duang capital goods and those producing consumers' goods, oi the 
imanaal and banking maladjustments which accompany dedimng 
production ,ve see that the efforts of business enterpriser to pio- 
Aev W H u cumulatively to produce the results which 

dll ? '' when the 

^'^ts large and 

contmuaul™^’ of society as a whole demanded a 

uation or even an expansion in the total of producuve 
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activity If this conclusion seems doubtful, let us lemember that, 
although some industiies are said to be “overexpanded” in pros 
pen ty, the ovei expansion is in relation to the possibility of sales at 
profitable puces and not in relation to the total quantities of the 
goods ivhich the members of society desire 
Getting back to the quesuon of unemployment, we know that in 
depression large numbers of workers and large quantities of pro 
ductive equipment stand idle Is this lesult desirable from the point 
of view of society’s interests? If we recall that all our agents of 
production fully employed would be inadequate to produce enough 
goods to satisfy completely the wants of all the members of society, 
the answer is clear Why then do the productive agents remain idle? 
It IS because our private enteiprisers think that they cannot make 
profits by opeiating the productive equipment and by hiring the 
woi kers, and not because the goods which these agents of pioduction 
could produce would not be eagerly consumed if the consumers 
could obtain them The conflict of interests is again apparent 
Pull Employment Policy The phenomenon of unemployment has 
made a tremendous impiession on laige numbers of people m our 
capitalistic system It has been a leading factoi in causing some of 
tliem to conclude that we cannot afford to trust the future of oui 
country to the automatic functioning of the capitalistic system, and 
that we must depend upon goveinmental direction and control 
This opinion is entitled to lespect even fiom those who do not agiee 
with It, for It seems to represent an honest choice between capital 
ism and the planned economy On the otlier hand, more people 
argue that we should retain our capitalistic system but that the 
federal government should assume lesponsibility for the successful 
operation of the system and especially foi the maintenance of full 
employment This opinion is much moie dubious, for it seems 
rather likely that the destruction of oui capitalistic system might 
lesult fiom the operation of a full-employment policy by the 
government 

The natuie of a governmental policy for maintaining employment 
at a high level is dear enough When it appears that the aggregate 
demand resulting fiom private expenditures for consumption and 
investment plus normal governmental expenditures is going to be 
inadequate to take off the market all the commodities and sen'iccs 
which our economy can produce at full employment, the federal 
government must step in to undenvnte aggregate demand and 
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guaiantee lull employment By making public expenditures well in 
excess of the amounts which it subtracts from the incomes of the 
people, or by other methods, it must keep aggregate demand at sucli 
a level that tliere will be continued full employment for labor and 
other productive lesources 

If this desire foi full-fledged underwriting of aggregate demand 
and guaiantee of employment by the government is to be met, will 
It be possible for the government to make heavy expenditures in 
the process of creating employment without cnCToaching on the 
fields which are traditionally reserved for private enterprise? Some 
advocates of full-employment policy seem to have no woiries on this 
score The necessary spending by the government, it is said, would 
go on in such fields as education, public health facilities, nutrition, 
slum clearance and housing construction, and resource development 
(projects like the Tennessee Valley Autliority), where the need foi 
public outlay is great quite apart from the question of full employ- 
ment and where tliere would be little competition with pnvate 
enterprise 


However, the need for expenditures in these fields is not un- 
limited, and governmental spending foi full employment might 
have to amount to 10 or 15 billions of dollais in some years, or even 
year after year if, as some people think, there is to be a chronic 
shortage of private spending for consumption and investment in oui 
so called mature economy In such a case it would seem that the 
government might have to fall back on the multiplication of post 
offias and courthouses, if not on leaf-raking and hole-digging and 
rehllmg, if governmental spending were not to interfere directly 
TOth private enterprise On the other hand, if governmental policy 
in providing employment did involve direct competition with pri- 
va e enterprise, it might well discourage more employment-creatina 
outlays than it furnished and lead to the gradual replacement of 
private enterprise by governmental enterprise 

bv no direct competition with private enterprise 

urivai the full-employment policy might still affect 

Li ^ ™ 1 J government to administer successfully At best the 

m^eJw estimaL and tS 

annot be taken as given entities to which we could simply 
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add governmental spending to provide employment In other woids, 
the volume o£ spending by private individuals and fiims for con 
sumption and investment would almost certainly be affected by 
governmental spending for employment cieation 

Suppose, for example, that we are unwilling to increase the 
public debt any furdier, tliat we want the government to derive its 
funds for employment creation from taxation, and tliat large ex- 
penditures will be necessary Heavy taxes, even though levied pro 
gressively, will cut into spending as well as so-called unnecessar)' 
saving Individuals in the higher tax brackets may be rendered more 
unwilling than ever to put further capital funds into risky business 
ventures, since any gams that they make will be largely taken by the 
gcn'ernment while any losses which they suffer mil be almost en- 
tirely their own Because of the necessity of paying heavy' taxes, any 
capital funds actually seeking mvestment may be channeled largely 
into fields where the rate of return (net after taxes) promises to 
be high rather than other fields where it seems likely to be moderate 
or low This may produce distoition in the investment structure 
which will have unfavorable repercussions on employment in the 
end In view of such considerations, how could governmental lead- 
ers ever decide ]ust hmv much additional tax levenue should be 
collected and spent in order to provide a given net inaease in total 
employment? 

If the governmental guarantee of full employment is to be caine 
out on the basis of deficit spending rather than taxation, the prob- 
lem IS no less complicated Heavy deficit spending may have an 
unfortunate effect on business confidence and arouse fears of higher 
taxes later on, with adverse effects on the amount of employment 
furnished by piivate industries and businesses Some pnces may be 
moie responsive than others to increases in the total volume o 
spending, and deficit spending may therefoie cause changes m tie 
relationships which prevail between the puces of different economic 
goods Such distortions of the price stiucture may then have a re ex 
influence on the volume of private spending and employment crea 
tion Again, deficit spending, besides providing employment, may 
raise tlie geneial level of paces, and theie is no reliable u'ay 
determine in advance just how tlie influence of defiat spending 
be divided between furnishing employment and laising puces 
ever, it is likely that die latter influence will increase a 
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formei wH deacase as die economy gets ncaici and ncaio to full 

die l^Kht of such considciauons. and othcis nhidi aic somc- 
umes mentioned, it Mould seem doubtful that any human Misdom 
would c\ei sulTicc to detcimine just how much deficit spending 
should be undcitakcn at nn> gnen time m oidci that a psen 
numbci of people, who would othenu'se be unemplojcd. may have 
employment Presumably the deficit spending engaged m by the 
goseinmeni m the 1930 ’s was intended to induce lecoscry and 
achieve a high le\el of cmplosmcnt, and >cl we know that unem- 
ployment continued on a large scale thioughoul the peiiod It 
IS easy to look backward and dedde Uiat this spending was mclTcc- 
tive because it was earned out on too small a scale, but much more 
difficult to decide what scale of deficit spending would be adequate 
to ensuic full employment a yeai oi so in adiance High and low 
points m production and employment in our economy are 
easy to detect scveial yeais after they ha\c occuried It is quite 
anotlict problcni to deicimine them ns of .ibout the time w'hen they 
occur, and practically impossible to detcimine tliem in adi.incc, as 
would seem necessaiy if govcinmcntal expenditures foi ci eating 
employment were to be based on an oidcily, planned progiam 
It seems to follow' that any estimates of governmental expendi- 
tures necessary to provide full employment, whether the progiam 
were to be based on taxation or deficit spending, would be likely 


to be wiong in practice If the full employment scheme w'cic uied 
over a penod of years, the estimates of necessaiy governmental ex- 
penditures were always w'long, and cluonic unemployment still 
troubled us, what would be the lesult? The piogiam might be 
abandoned as impiactical, but w'c may doubt whethci tlie govern- 
ment would w'ant to give it up and whether it would be allowed 
to do so The government might confess its inability to piovide full 
employment in oui type of economic system and adopt the objective 
of maintaining merely as high a level of employment as possible 
However, a half-hearted governmental piogram would not be likely 
to produce as high a level of employment as oui economy could 
furnish in the absence of a governmental employment policy 
The government might decide to employ a “shotgun” policy, 
figuring that extiemely large deficits, such as those that existed 
during World War II, could hardly fail to provide full employment 
However, u may be questioned whetlier tlie government’s a edit in 
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a capitalistic economy and in peacetime could long sustain dcfiais 
of SO billion dollars per year, and in any case the policy would 
be likely to produce a lunaway inflation as well as, or instead of, 
full employment The most likely notion of all is that the govern 
mental leaders would decide that full employment could be main 
tamed only if the government had the powei to plan production, 
employment, wages, prices, domestic trade, e\teinal tiade, finance, 
and virtually everything else, for the economic system as a whole 
If these poweis were granted, the planned and controlled economy 
would be at hand No one doubts that full employment can be 
maintained in such a planned economy, but there is giave doubt 
that the government can control just employment and nothing else 
in a capitalistic system 

Social Insurance undei Capitalism Another important phase of 
the status of labor has to do with the iisks which ivoikers bear and 
tile extent to which these risks are provided foi by a system of social 
insurance Capitalistic countries m general now have such systems 
of social insuiance and the United States is no exception to the 
general lule However, the United States lagged well behind otlier 
countiies in adopting a system of social insurance, and tlie benefits 
provided by our piesent system, for workers who suffer losses as 
the lesult of the iisks which they must face, are none too geneious 
Forty-seven of the states have laws which lequiie employers to pro 
vide in advance for tlie compensation of workeis who become un- 
able to work because they have suffered industiial injuries 
of the laws exclude farm laboi, domestic employees, itmeiant or 
casual workeis, workeis in interstate commerce, and other specific 
types of woikers On the wdiole, about 80 per cent of all the woikers 
aie probably covered by the various compensation laws Benefits to 
injured workers usually consist of a ceitain peicentage of the wo 
ers’ regular weekly wage, and they vary greatly from state to state 
Maximum weekly benefits (presaibed by law) range from S 
§25, and the number of weekly payments to be obtained i) 
woikers depends on the natuie of then injuiies Most of the aws 
maximum monetary awards for cases of total or partial disahim) 
and only twenty states piovide compensation which continu 
life in cases of total disability ® 

op r Gcmmill and R H Blodgett, Pnnaplcs ar,d ProhUn-s. 

pp 481-483 
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Insurance against unemployment in the United States was pro- 
vided foi by the Social Secuiity Act of 1935, which requiies em- 
ployers to pay a 3-per-ccnt ta\ on payrolls for this purpose The 
federal government docs not actually piovide the unemployment 
insuiance, but it encourages the states to do so, by pci muting em- 
ployers to a edit as an offset against the fcdcial payioll ta\ any 
amounts (up to nine tenths of the fcdcial ta\) which they con- 
tribute to any appiovcd state funds foi uneniployiiicnt insurance 
All the states had adopted unemployment insuiance systems by July, 
1937, but the unemployment insuiance which is piovided is fai fiom 
adequate The Social Secuiity Act failed to piovide foi woikcis who 
are employed in entei prises whicli do not liave a laboi foice of at 
least eight workers foi at least twenty days a year (each day being in 
a different calendai week) It also excludes workeis employed by 
relauves, agricultural workers, employees of nonprofit-making in- 
stitutions, public employees, oIRceis and crews engaged in shipping 
in United States waters, and domestic servants in piivate homes On 
the whole, about two thirds of the "gainfully employed” svorkeis are 
covered by unemployment insurance 
The benefits provided for unemployed workers vary greatly from 
one state plan to another The maximum u'eckJy benefit payment 
was $15 in most states before die war, but was $16 to $18 in a few 
The minimum iveekly payment, where specified, ran fiom $1 50 to 
$10 The weekly benefits actually paid to completely unemployed 
workers m 1940 ranged fiom $4 68 to $14 M, with an average of 
Srn count! y The annual benefits ranged fiom 

WZ 60 to $174 12, With an average of SlOO 15 for the whole country 
he state plans usually require workers to be unemployed foi two 
or three iveeks befoie beginning to receive benefit payments and 
sually provide that no worker can receive more tlian sixteen iveckly 
benS m ^ny one year Some states raised their maximum 

m a World Wai II, and it is now as high as $22 

IMS 13 4 weeks ^ 

unemployment insurance 
system at all '' “dnuttedly bettei dian having no 

viS"fo,°r^ 1939) also pro- 

rmd,pp ZZ ° 
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by meam of ta^. n employees contiibute to the fund 

St sTonn nf ^ cent of the 

first $3000 of wages or salaries fiom 1937 thiough 1917 The con 

Sh remS” 3 per cent 

from the unemployment in“^ " 

^^coTdmg to the size of each 

years throuT employment and the number of 

ye^s through which he and his employer have contributed to die 

n general, as figured by a rather complicated method, diey 
will range from $10 to $85 per month This means tliat, if the contii- 
butions are made on the mammnm eligible wage or salary for the 
maximum penod of time, the annuity wilL reach $1020 per year, oi 
roughly one-thud of tlie maximum ehgible trage or salary. Under 
the 1939 amendment of the Social Security Act, supplementaiy pay- 
ments may also be made to certain dependents of letned workeis, 
ut tie aw limits the total annuity going to aretued woikei and 
his family each month to twice the amount of his primary benefit 
(his own annuity), or 80 per cent of the workei’s foimei aveiage 
montlily wage, or $85 per month, whichever is the least The J9S!) 
amendment also provided for benefits to certain suivivors of die 
retired woikers Tor example, a ivife who survives hei husband and 


IS ovei 65 years of age leceives three-fourths of his former primary 
benefit At the end of 1946, the average monthly benefit paid to 
retired workeis was $24 GO, to ivix'es of retired workeis, SI300, to 
chifdren, $12 55, to aged indows, $20 20, to ividows with a clidd or 
children $20 10, and to dependent parents, SJ3,I5 “ 

On tlie whole, the opinion is widcspi ead that our system of soaal 
insurance leaves much to be desired and, for some years now, the air 
has been full of proposals for extending it Such extensions might 
take any or all of three forms An clFoit miglit be made to bring 
into tlie social insurance system those groups of workers who are 
noiv excluded, overcoming in some fashion or other the administra 
tive and other difficulties which would be encountered The Mpe^ 
of insurance might be extended to covei illness, medical expenses, 
hospitalization, and the costs of maternity And the benefits might 


s/fiid.pp 496-497 



THE STATUS OF LABOR 


447 


be enlaiged and made to uin lot a longei pciiod of time tluin at 
piescni Foi example, thcie is a pjoposa! that the maximum bene 
fits for full-time unemployment should be made not less than S25 a 
week and that benefus should be payable foi a total of at least 
twenty-six weeks in a ycai 

Iheie IS hulc doubt that the soaal insuiance sjstem should be 
extended, but the question of just hoie fai is still a lixely one, foi 
some people base a definite conviction that an ovei extension ol 
social insuiance would do moie h.um than good Insurance ■igainst 
piactically all the eventualities covcicd by social insurance can be 
obtained fiom piivate insurance companies, but it is objected by 
virtually eveiyone that the w’oikers cannot nlToid such insuiance 
How then can they affoid insuiance against the same risks tlnough 
a goieriiinental system? Unless one is willing to make the probably 
ridiailous assumption that the govcinment can opeiatc insuiance 
projects more cheaply and efficiently than pinate companies can, 
the answer is that the workeis cannot afford it if they have to jiay 
all the costs of piotection and benefits which tlicy icccive If the 
soaal insuiance system is to be of much benefit to <110 workers, they 
must be allowed to take out moie tlian they put in, with the balance 
of the funds coming from general goicinmental revenues, contri- 
butions of people othei than the ivoikcis themselves, or other 


souices From this point of vieiv, social insuiance is a device loi 
redistributing the income of the roiintiy~a means of taking horn 
some and giving to others— and thcie is a question of how fai dus 
process can or should be carried in a capitalistic system 
It IS also possible that an ovei extension of social secuiity might 
have unfouunate effects on the beneficiaries tliemsehes Too much 
insecurity may be a bad thing for the Workeis, but a little insc- 
writy may not be Undei a complete system of social security, 
Uoublesome problems of absenteeism, lateness to woik, undue labor 
turnover and soldiering on the job might ausc And there is also 
problem of malingering It would surely be unlortnnate to cn 
courage people to take two or thiee months off to get over a cold 

benefits during the othei half It ,s probable that there aie mdhons 
Smowi!" ^ ^ model ate in- 

full-t;me"e4Lymtt"^^^^^ ^ ~ 

Attempts to solve such problems under a complete system ol 
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social security might well involve severe goveinmental lestnctions 
on individual freedom We cannot intelligently set out to make 
people well off legaidless of how they behave 'We can follow 
through on oui intention to make them well off only if they be 
have in ceitain ivays If tliey will not behave in these ways volun- 
taiily, then it will piobably be necessary to make them do so Of 
couise, the advocates of social secuiity do not put the mattei in tins 
fasluon They say that it may be necessaiy for the government to 
give the individual citizens a little friendly advice and supervision 
In all piobability, however, under too great an extension of social 
security, we would leain the truth of the pioposition which sa)S 
that, if die goveinment assumes lesponsibihty for the individual’s 
welfare, it must also take control of the individual’s conduct 


T/ie Status of Laboi undet Socialnm 

Wages, Hours, and Wot king Conditions The status of labor 
undei ideal socialism would be quite different horn that which « 
has under capitalism and accoiding to socialists it would be a gieatl) 
impioved status With the government operating most mdustiies, 
most of the gainfully employed would be governmental employees 
and, with the land and capital of the system owned foi the most 
part by die people as a whole thiough the goveinment, the ciuzens 
would receive piactically all then money income m the foim o 
wages Since the goveinment undei ideal socialism would bemeiej 
an agency lepresenting or opeiaung in die name of the people as 
a whole, die woikeis of the system would leally be working or 
themselves and they could expect to shaie, through their wages, 
almost the entire national real income wliicli was available foi con 


sumption 

A sociahstic economy would necessaiily be a planned econ 
and the economic plans of the system would have to include i 
total amount to be paid out as wages In similar fashion, the uag 
lates to be paid for vaiious types of labor would have to e 
teimined by planning, eitliei speafically or within rather na 
limits Differences in wages as betiveen industries and occup. 
would ceitainly pievail, both to leward die vai.ious worke« fo ^ 
differential accomplishments in production and to 
bution of workers among industries and occupations which i 
consistent with the can yiiig out of the economic plans of the s> 
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[oi a socialistic economy i\ould hesitate to attempt to distubute oi 
allocate isoikcis aibitianly among intlustiics and occupations 
Hoiteier, the difTci'Cnces in is ages and salaiics undci socialism 
isould be very small m compaiison witli those ivhicli uaditionally 
pievail undci capitalism, because the values of the woikcis’ piod- 
nets and hence of then pioductivc scniccs ivould be dctcimiiicd 
not by the economic foiccs of a ficc inaikct but by tlic planncis’ 
notions as to the soaal value of these pioducts and services, and 
because all persons would hate an oppoitunity to acquiic the edu- 
cation and training neccssaiy to the breaking down of the cnviion- 
mcntal bameis to eligibility for Uic better paying jobs 
In so far as a socialistic system Mould depend upon wages to 
fuinish incciunes oi motiiauon foi the ivoikcis, it would be ev 


pccted that some type of incentive wage system would be used to 
leuaid the vsorkers foi tuining out gicaici quantities and bettei 
qualities of pioduct Howcvei, such a wage system would be pio 
tected horn the ivoist abuses ivhidi it miglit contain undci capital- 
ism Minimum hourly oi daily wages ss'ould piobably be set up and 
these would be paid to all woikers employed m a pauiculai type of 
work, with tile incentive differentials superimposed on tliesc mmi- 
mum wages Moreovci, tlie incentive wage system would not be 
used as a device for speeding up and tlien cvploiting the workers 
That IS, aftei the incentive differentials had induced die woikers to 


inacase then output, dieie would be no piofu-secking capitalistic 
employas to cut piece lates so that the ivorkcis would have to woik 
mucli harder dian foimeily to obtain even dieir forniei earnings 
n the other hand, as we noted in die picceding chapici, a social- 
istic system would not depend entirely on diffeiences m carnmgs to 
fuinish incentives to the woikeis Many othei economic and non- 
economic incentives would be employed to spui the woikers on to 
nigh productivity and accomplishments 
We cannot conclude in an offliand fashion that real wages would 
^higher m a socialistic economy than in a capitalistic economy 
ine level of real wages undei soaahsm would depend on many 

la mn ^ P°P»- 

skiltJ f \ prepuce or absence of large quantities of highly 

the system and effectiveness of the incentives of 

the stiU I national income which resulted. 

(4) 0.. .tan W.n, ..tad, U,e pla„„=,. d,d .hen voA and the ™oS,: 
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ness with which the plans were earned out, and (5) the tempei o[ 
the planners and the way in whicli they divided die productive le 
sources of tlie economy as between turning out goods foi immediate 
consumption and the production of capital goods or aimaments and 
equipment for war Other things equal — that is, under any given 
conditions witli respect to productive lesouices, laboi supply, el 
ficiency, size of the total national income, and division of the na 
tional income as between present and futuie needs — die gieat masses 
of woikeis under socialism should be better off than undei capital 
isra because of the iriuch more equal division of the consumahle 
poition of the national income On the othei hand, managers and 
officials of enterprises would not be able to command die laigc in 
comes which go to them under capitalism 
The crux of the whole matter, from the point of view of the work 
eis, would be the absence, under socialistic demociacy, of any laige 
class of peisons who could feathei dieir own nests by mistreating the 
woikeis Widi no profit-seeking enteipriseis in a position to make 
largei piofits by holding down wages, it would be expected that 
wages would absorb almost the entne consumable portion of the 
national income Since there would be no one to gam by employing 
the workers long houis undei misciable woiking conditions, u 
would be expected that houis and woiking conditions ivould be as 
favorable as they could be and still be consistent with the economic 
plans of the system On the other hand, if die goveinment weie not 
democratic undei socialism, it might be possible for the luhng 
bureaucracy to secure itself fiimly in power and leplace the capital' 
istic enterpnseis as a class which could profit by holding down wages 
and insisting on long hours of labor under unfavorable woikmg 
conditions 

Laboi Orgamzattons under Socialism Accoiding to die 
pectus, labor oiganizations or unions would be not merely tolciatc 
but actively encouraged under soaahsm The labor unions won 
piesumably be of the industiial lathei dian the ciaft type, so i w 
they would represent the gieat industual group interests i at iff 
than the narroiv stratifications of labor The functions of la ’O'" 
unions under socialism would differ considerably honi those whic i 
they have under capitalism In die liist place, the unions would no 
be bargaining and fighting oiganizations primarily undei socia isi 
Since the workers would leceive vutually the entire 
poition of the national income as wages, theie would be no o 
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laige classes oC income iccciscis to fight with osci niatteis ol income 
cltsiiibution, and there noiikl be s’cr)’ Jiltlc to fight o\ci since the 
saiious scoikcis nould shait latlici equally in the consumable poi- 
iion of the national income Collcclisc bargaining nould still CMSt 
belneen laboi unions .md innnngcincm, but only to dctciminc the 
exact nage latcs, houis and ssoiking conditions, nilhin tlic laihct 
naiion limits set b) the economic planncts, which should prevail in 
paiuciilnr plants and indiistiics Collcciisc .igicemcnis, cmbadying 
the exact terms agiccd upon, would piobabl) be dr.iw’ii up foi speci- 
fied pci lods of time 

L.ibor unions undei socialism piobablj would not be allowed 


to use slnkcs, boycotts, and othci aisiomaiy weajmns of oigani/cd 
labor under capitalism Since the woikcis as citi/cns would be part 
owneisof the \aiious industiics of the economy, the woikcis of an) 
particulai industry could onh stiikc against thcinscKcs oi against 
other groups of woikeis, and neither proccduic would be \ci) sen- 
sible 01 profitable The woikeis of any one industr) would know 
that demands for higher wages on then p ii t w'oiild be met b) simil.ii 
demands by the woikeis of oihci industiies and that tlic woikcis 
as a whole cannot obtain as wages mote than the entiic consumable 


portion of the national income icgaidlcss of what might happen to 
Mage rates or the sum total of money wages [laid out Moicosei, it 
IS planned that the woikeis undei socialism will be lepiescntcd, 
through their unions, in the management of ill sorts of cntci puses 
and industries This m itself w’ould hate the effect of moderating 
the demands of the workcis since they would be more conscious 
than usual of the pioblems of management and would no longci 
merely be familiar witli ilicii own side of the picture Being icpic- 
sented m management, l.iboi unions could place then legitimate 
daims before the icsponsiblc officials without any show or use ol 
force Since it has been so steadkistly denied them under capital- 
«m, this privilege of being icpicsentcd in the management of indus- 
tries and enterpuses should mean a gicat deal to the woikers 
BKides the bargaining and managing functions, laboi unions 
would carry on many types of actmtics undei socialism Individual 
^ijances between workers and management would still arise in the 
oest regulated economy, and the unions would play an important 

S S ««»ving the wages to which they w'eie 

tied, that they weie being made to work unduly long houTs. that 
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then advancement was being retarded foi peisonal leasons, oi tliat 
they were being disaiminated against in othei ways, the union'i 
would step in and help non out the difficulties The unions migitt 
well be entrusted with the management of the various social insur- 
ance schemes and funds which the economy would operate The) 
tvould piobably be expected to cooperate witli management in 
handling problems of laboi absenteeism, lateness to work, and un 
due laboi turnover, and in stimulatmg the workers to increased 
efficiency and pioductmty Finally, the unions would cany on a 
vaiiety of cultural, social, educational, and lecreational activities, as 
they do under capitalism 

Social Insurance under Socialism An ideal socialistic system 
would undoubtedly have a complete and adequate system of social 
insuiance to provide economic secuiity for tlie workers Indeed, 
socialists claim that a really comprehensive scheme of social in 
surance can be efficiently operated only in their system Undei 
socialism, all the iisks of the workers would be pooled, the vai lous 
types of benefits would be closely integrated with each other, wages, 
contnbutions, and benefits would be properly coordinated m con 
nection with eadi type of social insuiance, and the cost of the m 
suiance would be placed immediately and directly where it be 
longed — diat is, on society as a whole Of course, the details o 
tlie vaiious social insurance plans cannot be predicted accuiately m 
advance However, the socialists contend that there would be no 
need foi unemployment insurance m their economic system, and a 
other social insurance schemes would be supplementary to their 
lequirement that all able-bodied pel sons should work if they wis 
to receive income and to their proposal for incentive wage 


salary systems _ , 

Employment under Socialism The socialists contend tna 
would always be employment for all available labor m their syst . 
for the chief cause of unemployment under capitalism— business 
piessions-could be eliminated Society as a whole, J 

thiough the government, would be the only business enteipn 
impoitance, the results desired from economic activity ^ ^ 
would be planned befoie the individual phases of this act y 
undei taken, competitive wastes would be eliminated, an 
flict of individual and social interests would be a thing of d P 
As productive activiues e^panded, dice would be no 
piiseis to fear die futuie and strive to piotect profits or 
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losses, and society as a whole, as we have suggested on picMous 
occasions, is and should he ticnicndously indilTeient to money piofits 
or losses This is not to say tb,it business cycles would be auto- 
matically eliminated undci soaahsni, foi then cliniinaiioii svould 
depend upon the skill with which the economic system was opci- 
ated Howcvei, such a system should be able to prevent q'chcal 
iluctuations if an earnest c/Toit was made to secuic this result, toi 
under socialism there nciei would come a time in the c\pansion of 
pioductne and distributive activities when it would become neccs- 
saiy or desnabie foi society, as the only cnteipiisci, to icitcnch, ait 
production, discharge woikeis, curtail the puicliase of materials and 
supplies, and so on, because of considerations of money profit and 
loss With pioduction based on and adapted to social needs, tliere 
would be vutually no fear of business cycles because thcic aie no 
cyclical (luciuations in social needs foi economic goods which could 
pioducc cyclical fluctuations in economic activities Under such a 
system, pioduction m individual lines would be an tailed only when 
goods of ccitain kinds w'eie being ptoduced m sufFicient abundance 
foi die satisfaction of human wants 


Undci these conditions, say the socialists, only incredible stupid- 
ity would peimit any significant volume of unemployment to exist 
foi wpikcrs or for other pioductne lesouiccs Since society as a 
whole, as the cntcrpnsei, would not have to make piofits from the 
employment of workers and other pioductive agents, it would not be 
difficult to find tilings foi all Uic productive agents to produce 
Agents of production would be regarded as "piofitably employed" 
from die social point of view as long as they pioduced things wdiicli 
die membeis of soaety needed or desited, a concept which would 
fuimsh virtually limitless possibilities for employment in view of 
W'hat IS known about the natuie of human w'ants Of course, social- 
ists bojjc and expect that teclinological changes and impiovements 
srould continue to be made m then system, and it would be inevit- 
able diat such innovations would displace workers at times, but it 
should be possible foi a socialistic system to hold such displace- 
ments to a minimum Some mdustiies would still sliow a degiee of 
seasonableness in their labor icquirements under socialism, but in 
ocnei cases the seasonableness which exists iindei capitalism could 
^ leduced greatly, i£ not eliminated In any case, if workeis were 

wS" hav socialism, they 

uld have excellent prospects of being reemployed if the 
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economy maintained the policy of affording employment foi labor 
as long as labor could produce goods which the citizens needed or 
desired 


Population under Socialism A socialistic economy might con 
ceivabJy adopt a population policy as a tempoiary expedient, but no 
definite policy in this inattei is in prospect for such an economy On 
the whole, it would seem that conditions would be favorable foi an 
inci easing population under socialism In fact, some aitics of so 
cialism contend that the population of such an economy might in 
Cl ease so rapidly as to constitute a pioblem The theoiy is that pop 
ulation growth is held in check under capitalism by the desire of the 
citizens for economic advancement and a high standard of living, 
since an oversupply of childien may keep a family fiom getting 
ahead Under socialism, with employment at good wages guaian 
teed to all and suppoit assured for one’s childien as well as foi one 
self, the size of families might increase so rapidly as to bring about 
a sharp reduction in standards of living despite the best productive 
effoi ts of the citizens These arguments aie, of couise, in the field of 
speculation The number of childien which a family will contain is 
influenced, in any system, by a laige numbei of consideiations oi 
forces many of which aie noneconomic in chaiacter The pressure 
of public opinion might go fai toward preventing an unduly gieat 
increase in numbei s Moreover, under capitalism, the largest 
families are often found in tlie most ivretched and miserable groups 
of citizens, and theie is no certainty at all tliat a general impiove 
ment in living standards would lead to an unduly rapid rate o 


population growth under socialism 

Laboi under Communism In most of these mattei s which aie con- 
nected with the status of labor, there is little leason to think tlia 
conditions under ideal communism would differ greatly from t os 
of ideal socialism Of couise, workers would be expected to i^^' 
tiibute themselves among occupations and industries on the as 
of their ability to contiibute to the welfaie of society and no 
the basis of differentials in wages Tliey would be expected to n 
according to their ability, and in return they would leceiv • 
income and consume on the basis of their needs Otheiwise, ■ 
munistic system would piobably offer, at least in ^eor)’ 
ciahst goals of full employment, satisfactoiy horns 0^^“° 
working conditions, social secuiity, and the right of 


organization 
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The Status of Lahoi in Soviet Russia 

Belore the outbreak o£ uai with GctiUiiny, thctc weie some 30 4 
million workcis in what the Icadcis of Soviet Russia call the "na- 
tional economy ” ” Of this total, betueen 11 and 12 million wcie in 
industry, ovei 3 million tscie in various biandies of tianspottation, 
some 2 5 million were in tiadc, almost 2 million wcic in construc- 
tion, and about 3 million wcie in agncultuic Agncukuial uoikcis 
in the national economy included only those employees who woiked 
for wages and not the collective faimeis or individual peasants 
During World War II, the number of workers in the national 
economy declined to 27 3 millions, but it had recovered to 30 3 mil- 
lions by the end of 1946 The goal foi 1950 is 33 5 million workeis 
Wages, Hours, and Warktug Conditions The Russian workers 
find the basic specifications, or maximum and minimum requiie- 
ments, concerning their wages, hours, and working conditions in the 
Labor Code of 1922, as amended by several latei deciecs The 
standard work day for industiial workers and office employees, prioi 
to June, 1940, was seven hours A si\-hour day tvas standard in 
lanous difficult and dangerous occupations and foi young workers 
between the ages of 16 and 18 Except for purposes ol training, no 
employment was pcimmed foi persons under 16 years of age Tlic 
work week was continuous, and productive facilities svere operated 
by means of three shifts per day, but the individual workeis enjoyed 
a day off after every five days of woik Thus, ivhilc lest days weie fre- 
quent, there was no definite day of rest for all the woikeis The 
workers were entitled to an annual vacation of fiom two weeks to 
a month witli full pay It is hardly necessary to say that these con- 
ditions compared veiy favorably with those winch prevailed in the 
leading capitalistic countries 

Most of these conditions wcie dianged for the ivoise dining the 
period of World War II In June, 1940, the standard woik day was 
inoeased to eight horns foi oidmaiy woikeis, and to seven hours for 
'ery heavy work, though the six-hour day was letained for excep- 
tionally dangeious or harmful work Eight hours also became the 
standard day for office workers and for young workers between the 
ages one and 18 The continuous woik week for pioductive facili- 
ties and the five day work week for individual workers were ehmi- 

” 'Wbid' P ™ 
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nated The common six-day work week was instituted and the 
seventh day, Sunday, became the day of rest for woikeis in general 
The Ministries weie given the powei to extend or abrogate the 
collective agicements which weie then in force In July, 1941, a 
decree made it possible to lequire two or three houis of overtime 
work per day, with pay at the rate of time and one-half foi the over 
time All vacations foi workers were discontinued, but additional 
compensation was piovided foi woik duiing what would nornially 
have been vacation periods These clianges were compaiable to 
those which occuiied in otliei countries under wartime conditions 
By 1948, tlie wartime piactice of geneial overtime work had been 
eliminated, but tlie eight-hour day had been officially substituted for 
the seven-hour day as tlie basic work day foi peacetime conditions 
It IS piobable that this eight-houi day and the 48-hour work week 
will be continued tor some ume 
As previously suggested, geneial conditions with lespect to wages 
are established by the Laboi Code and the supplementary deaees, 
while the total funds to be used foi wage payments annually w 
individual industiies and in the economy as a whole are detemiin 
by the economic planneis Then specific levels of wages and wage 
differentials ai e established loi the vaiious industiies by the Counci 
of Ministers, the individual mmistiies, and ostensibly by collective 
bargaining between labor unions and management In practice, 
however, collective baigaining lesulting in collective agreements 
was widely abandoned after 1934 and was levived again only m 
1947 The subjects to be coveied by tlie new collective agreements 
are inneasing the productivity of the woikeis, the substitution o 
piece lates for time rates and the impiovement of pioduction norms, 
piogiams for training workers and technical personnel, devices or 
impioving labor discipline, measmes to impiove the safety of wor 
mg conditions, the impiovement of the woikers’ housing, i^A 
conditions, and food, and the impiovement of lecreational facih > 


for workers techie 

\^'ages are on a piecewoik basis in Soviet Russia wheiever p 

and aie intended to give due regaid foi the skill 
before the war, about thiee-fourths of all wages were « 

11 These changes neie lepoiied in the mtemn 

Apiil and June, I')41 Toidgn Commerce neehly, Nuch 8, 1941 

tionnl Reference Service, May, 1911 

12 Harry Schwartz, Russia’s Postwar economy, p /t> 

13 Ibid , pp 78 79 
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lates and in about a third of the cases provided additional bonuses 
or prcmiuins foi inci eased quantiaes oi improved quality of output 
We have commented already on the extent of diffeicnlials in wages 
01 eainings in the pieceding cliaptcts and need only say here tliat 
these differentials are intended to be adequate to give incentives to 
all classes of noikeis, though the Soviet s^'stem does not intend to 
depend altogetlier on such economic incentives In geneial, the 
piecewoik system of wage payments is allowed to opeiate as a gen- 
uine incentive wage system, for pioduction noims aie laiscd oi 
piece lates cut only in emcigcncy situations oi when the old noims 
or rates have become clearly outmoded 
Still otliei economic rewaids, as well as honors, ate available lor 
exceptional woikers in Russia Unusually efficient workeis may be 
given tlie title of Heroes of Soaalist Toil, which canies with it extra 


pay of from 10 to 50 lubles pei month, exemption from ceitain 
taxes, reduced rent, fice stiectcar service, inci eased social security 
benefits, and piotection fiom summary eviction from living quar- 
ters Tlie government iras active m encoui aging the Stakhanovite 
movement, whicli led to laige inoeascs m tlie productivity and earn- 
ings of many workcis Many purely honorary awards aie also used, 
as we have seen previously Tlie liking of the woikcrs for die system 
IS supposed to be indicated by the enthusiasm witli which they 
engage in socialist competition and undertake extra work witliout 


compensation on their free days 

The wages of Russian workeis also suffered to some extent in the 
irar and early postwai penods After inaeases of 15 to 50 pei cent 
m work quotas (norms foi die incentive wage systems) had occuiied 
eginning m 1936, aftei the Stakhanovite movement had indicated 
that the old quotas were gieatly out of date, fuidier changes were 
made m 1940 It was then deaeed that woik quotas should be 
increased and piece rates decreased in proportion to the increase of 
e working day wliidi occuned at that time, and diat exisung 
-rates of pay for workers paid by die day and monthly lates for 
salaried employees be retained in spite of inaeases in hours The 

ates of pay Thus, the Russian government eventually came to Ueat 
mg lem “ ** capitalistic employers of treat- 


developments occurred in the early postwai period In 
P em er, 1946. substantial inaeases in the prices of rationed foods 
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weie made, with most of them using to loughly three times tlieii 
wartime levels, while wages were ina eased to a mucli smaller extent 
Then in Marcli and April, 1947, work quotas were laised again for 
workers on the piecewoik basis Sudi increases in woik quotas 
lesult in wage cuts for workers who do not inaease then outputs, 
since woikers are often paid botli bonuses and higher piece lates 
foi pioduction in excess of their noims or work quotas Higher 
noims therefoie mean that workeis must produce moie before tliey 
can begin to cash in on the higher piece lates or bonuses 
Cntmsms of Russian Wages, Houis, and Working Condiliom 
We noted in the pieceding chapter that the Russians have attempted 
to use tlie piecework basis of wage payment for some types of woil 
whicii in otlier countries would not be consideied well suited for 
this system In some cases, the piecewoik system has led to the turn 
ing out of large quantities of low-quality pioduct, to an unduly laigt 
amount of overtime work, and to a failure to use salcguaids lor 
ivorkeis in cases wheie such devices would lowei the speed at which 
work could be earned on The Staklianovite movement led to gieat 
increases in productivity in many cases and made possible a revision 
of obsolete pioduction standards, but it had many bad effects It 
led to a aaze for lecoid-bieaking, and many a spuiious lecord was 
set up by especially selected woikeis under artificially favoiable con 
ditions Elementary rules for the safety of tlie ivorkeis were lor- 
gotten, accidents increased in number, and the healtli of the workers 
suffered Machineiy and equipment were caielcssly used and large 
quantities of spoiled and incomplete products weie turned out The 
raising of production standaids aroused discontent among the masses 
of oidinary workers who weie not capable of acineving records, and 
the high earnings of the Stakhanovists put them in a social class by 
themselves Finally, some writeis hold that the movement concen 
trated attention on inci easing productivity by means of an intensi 
cation of effoit on the part of individual woikers to the neglect o 
the important factors of scienufic management and organization o 
pioduction, which also greatly needed impiovement in tlie Russian 
system It is only fair to say, however, tliat other wnteis hold ex- 
actly the opposite opinion on this last point ** 

The raoie determined ciitics of the Russian system profess to le 
gard it as a dictatorship over the proletariat rather than a dictatoi 

i*See A Yligow, Jitissta's Cconomw Twnt for War and Peace, PP J®" 
and \ Bi)kov, The Development of the Soviet Dcoitomic System, pp 33 
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ship ol the piolctaiidt and contend that the wages, houis, and work- 
ing conditions specified by the laws and collective agiecmcnts arc 
meaningless except as a dctice £oi dcccning outside obserteis ot 
the Soviet system In piactice, it is said, the managcis of Russian 
entei prises aic undei gicai picssurc to fulfill tlie plans and aie sub- 
ject to seveie punishment if tliey fail to do so As the Icssci of two 
evik, they latliei openly violate tlie conditions ot the Laboi Code 
Woikers aie compelled to put in 14 cu 16 houis pci day lalhci than 
8, and 9 or 10 houis, instead of 7, in Uie heavy or dangcious occu- 
pations They aie also compelled to woik on llicii so called lest 
days AVhile the woikeis aie said to “volunteer" tor such extia ivoik. 
It IS actually proposed to the tvoikeis by Party men, and woikers 
who do not volunteer are tuincd ovei to the N KVD as counter- 
levoluiionaries Occasionally, laboi grievances aie investigated, 
blame is placed on certain managers, union officials, oi Pai ty men, 
and a few offenders aie liquidated, tvlieicupon the system continues 
operating as befoie 

Ceitainly it is true tliat, in the past few years, the Soviet Russian 
system, made despeiaco by pioblcms of laboi tuinovcr, absenteeism, 
and lateness to woik, imposed very seveie contiols on the individual 
workeis Starting m 1938, each woikei was made to cairy a laboi 
book which contained a full iccord of his career, including soaal 
oiigin, history, tiaining, types of employment, past sins and fines, 
and reasons foi dismissal from past jobs, or for changing jobs 
Without being dismissed A workei could not be lined unless he had 
tlus labor book and workeis with unfavorable records sometimes 
had difficulty in getting jobs During the war period, many neiv 
workers did not have laboi books and managers were allowed to 
disregard this matter m luring workers Howevei, the old system 
was reestablished in the fall of 1946 


Also beginning in 1938 a woiker had to give one montli’s notice 
m order to give up his job even when he was not under contract, 
and a woiker who left without notice oi was dischaiged for crimes 
nr reaches of labor discipline could be evicted summarily from his 
iving quaiters and denied such quarters elsewhere One day’s un- 
jus ified absence from work might bring dismissal and eviction, 

nussalaS!!?™*^^^ mean dis- 

Sir Prosecution Any worker who was late to work 

'rthout suffiaent reasons, left early for lunch, returned late fiom 
Utley, The Drenm JVe lort, pp 172 178 
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lunch, left the entei prise early, or loafed in woiking tune, was 
considered guilty of a serious offense Tliree sudi violations in one 
month, or foui in two consecutive montlis, could result m dismissal. 
Vacations were gi anted only to woikers who had been employed at 
least eleven consecutive months in one job, and woikeis who had 
spent moie tlian two years in a single position weie gianted longa 
vacations and increased social security benefits of one kind and 
another 


Under wartime conditions, further regulations weie issued which 
bound tlie workers firmly to the enterpiises which employed tlieffl 
Workers could leave their jobs only if the managers of tlie enter- 
prises gave their permission, and such permission could be given 
only in cases of incapacitating illness, invalidism, or assignment to 
study Workers who gave up their jobs without permission could he 
punished by imprisonment foi two to foui months Even absence 
from work could be punished by six montlis of correctional labor at 
the usual place of employment at a 25-pei'Cent i eduction in wages 
On tlie other hand, after October, 1940, each Ministry' had le 
power to transfer engineers, construction workers, foremen, 
draughtsmen, bookkeepers, etxmomists, finanaal and planning 
woikers, and other skilled woikers from one plant to anotlier, le- 
gardless of location Howevei, such workers kept then senionty 
lights, received credit foi their expeiience, and were allowed to la 
their families witli them They leceived iranspoitation allowances, 
wages duiing their trips and for six days aftei, and a subsidy equa 
to three or foui months’ wages to help them to get settled ” 

Before 1940, these lestnctions on laboi and severe pena ti« 
breaches of labor disaplme had no very impoitant pracUcal el ec , 
perhaps because tlieii strict enloi cement would have deprived m. 5 
Russian enterprises of then labor supply In June, 194 , lowe 
plant managers and heads of govemmental Ho 

prosecute workers guilty of bieachcs of labor " 

hire workers who are hiding from prosecution as a lesu 
of labor disaplme at othei plants or bu.eaus, weie themse^, 
liable to prosecution and imprisonment foi thiee yeais o 
It of o. „o„c.erc,e of power » 

been removed hom then positions ancl sent 

decree, and so have doctors who lM^e hUc piose- 

sciousness m tlie issuance of hospital certificates, and public p 

icAmeucar, Rev,ev> on the Sov.ct Unwn, Apnl. Wll 
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■cutois and judges who have failed to piosecute or punish woihers 
or managers undei the vaiious decrees 

Real Wages and Standards of Lmng Even i£ we ivere to take the 
Labor Code and subsequent deaees at their face value with lespect 
to the wages, hours, and woiking conditions of Russian labor, we 
should have to tetnember that real wages -must depend ultimately 
on the total productivity of the Russian economy As long as tins 
pioductivity lemains low and the national real income available for 
consumption remains small, the system of ivage payments may be 
very fair and the hours and woiking conditions very favorable, and 
yet the Russian woikers will not be well off with respect to real 
wages and standards of living By all accounts, therefore, the real 
wages and standards of living of the Russian workers remain low by 
comparison with those of the workers of tlie leading capitalistic 
countries Just how low they are is difficult to detemune because of 
special peculiarities of tlie Russian situation. 

In sumraaiizing the difficulues of estimation, one writer says 


The greater part of the income of the agricultural population is in 
kind No study whatever has bcefi made of the social stratification of 
either town oi country The needs of the population have greatly in- 
'Creased since the Revolution and have undergone substanUal changes in 
the kind of goods in demand The published wage rates are merely the 
minimum rates established by law and only averages are published There 
are no official indexes or family budgets to scvs'c as a basis for csiimaiing 
real wages There is no reguhr official publication of the prices of the 
basic articles of consurapuon Until 1985 workers were paid partly in 
moti^ and partly m kind Prices for the same articles in government, 
kolkhoz, and private stores differed widely No studies have been made 
ot fluctuanons in the puichasing power of the ruble Sucli studies of the 
^dgets of workers or kolkhoz members as have been made relate to small 
groups of those most favorably situated” 

Someumes an attempt is made to get at the standards of living of 
the Russian workers by calculating that the ordinary workei would 
have to use four months’ wages to purchase a pair of shoes or a suit 
of fair quality, and a week’s pay for a shirt, and so on This ap- 
proach IS not very helpful, for we do not know that such articles are 

s important in the standards of living of Russian woikers as in 

enough to us, are really a part of that quantum of commodiues and 
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services which oidinaiy Russian woiI>.eis feel that they must ha\c 
However, it is possible to say that, at the end of the Second Fne 
Year Plan, the aveiage annual per capita consumption of meat in 
Russia was 21 1 kilograms, as compaied with 62 kilograms m the 
United States and England, and 48 kilogiams in Geroiany Per 
capita milk, consumption in Russia was 170 Icilogiams, as compared 
with 400 kilograms in England and 355 in Germany Sugar con 
sumption in Russia was about li/4 times gi eater than in pre Soviet 
days, but It remained only half that of Germany, two fifths that of 
the United States, and one-thud that of England 

Studies of consumption among the woikeis in large-scale mdiis 
tries in Moscow, Leningrad, Kharkov, and other large cities inch 
cated that in 1937 the average woiker had 0 9 of a suit of clothes 
and 1 5 pairs of shoes Some 20 per cent of the workeis’ families had 
radios, 3 per cent had phonogiaphs, 2 8 per cent had bicycles, and 
0 8 per cent had cameras These conditions in consumption weie 
what we should expect on tlie basis of what we have leained con- 
cerning the heavy rate of capital accumulation and investment m 
Russia, the undei fulfillment of plans for tlie production of con 
sumeis' goods, and the lationing of many pioducts On the otlici 
hand, theie was no doubt that the standaids of living of die Russian 
woikeis weie impioving, though slowly, in the years before Wodd 
Wai II 

Dming the war, the standard of living of the aveiage Russian 
woikeis leceived a sharp setback, for the pioduction of consumers 
goods at the worst fell to about half the 1940 level A considerable 
lecovery occuned soon after tiie wai, but it was not until late 194/ 
that pioduction in general i cached die level of 1940 Tins left die 
Russian woikeis as consumeis veiy badly off, because the produrtion 
of consumeis’ goods showed the usual tendency to, lag behind pio 
duction m geneial, and the attainment of the 1940 level of consiim 
eis’ goods pioduction, had it ocemred, would not have brought tlic 
consumers back to 1940 lev'cls on a pei capita basis because of popu 
lation changes In the yeais to come, we may expect ical wages an 
standards of living of the Russian woikeis to improve beyond tie 
1940 level, in the absence of fuithei wais Moreoicr, if die ical m 
come of the Russian economy ever becomes as great in propoition 
to population as that of the United States, we may expect die oi ' 

IS /bid, p 20? 
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najy Russian woikci to be better off than the orthnaiy Amciican 
noiker tmh respect to living standaids because ot the moic equal 
division ot income tvhicli exists in Russia 
Labo7 Vmons iii JRntvxi Russian uoikeis aie not onlv pcimittcd 
but also cncouiagcd to belong to laboi unions, and jiiactically all of 
them do so The unions aie oigani/ed on a national indiistnal basis 
foi the most part, lathei than on a ciaft or establishment basis 
That IS, a union is likely to include all svorkeis throiiglioiit the 
countiy who svoik in cntci puses tinning out the same kind of piod- 
uct The Russian laboi movement is tlioroughly oiganircd all the 
way fiom local and factoiy committees ihioiigh intci -union distiict 
01 city councils and icgional or lepulihc councils to the All-Union 
Congiess of Trade Unions and the All-Union Ccntial Committee 


of Trade Unions The union mcmbcis pay dues which amount to 
about 1 pci cent of their wages 

The functions of Russian laboi unions aie quite numcious, at 
least in theoiy In the first place, tlicy arc supposed to baigain col- 
lectively SMth management conccinmg the exact wages, houis, and 
working conditions which arc to pievail in individual mdiistucs 
and occupations Secondly, they aie supposed to paiticipatc m the 
w'ork of management This imohes discussing, and advising man- 
agement with lespect to, the economic plans for paiiiculai indiis- 
tiics and helping to make actual managcual decisions It will be 
reracmbeied that the impoitant manageruil decisions in each plant 
« enteipuse weie originally to be made by a tuumvnatc, oi 
Troika, composed of the manage! of die cntcrpusc, a Party lepie- 
sentativc. and a union lepiescntative Thndly, the unions cooperate 
with management in scveial icspccts They piomote labor discipline 
(by discoui aging absenteeism, lateness to woik, and labor tin novel), 
enrourage socialist competition, tiy to impiovc the woikci's skill 
and increase piodiiciivuy, take some icspousibility loi|thc mainte- 
ance of machinery and equipment, handle the minoi delinquencies 

for iccuutmg. and in geneial woik 

oyhc fullillnient and oie.fulfiUmcnt of the plans Finally, the 

Thev moT?" 

safel enforcing 

. ce and rew aibiua, 
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treatment by management, and cany on a variety of activities in 
•connection with vacations, education, leaeation, and cultuie 
All this gives us a ratlier favorable pictuie of the status of labor 
unions in Russia, but the critics of the system, while tliey do not 
ideny the widespiead membership of the unions, contend that then 
alleged functions aie a sham and a delusion The collective bargain 
ing function amounts to nothing at all, it is said, because wages, 
hours, and woiking conditions aie strictly determined by state 
agencies and tlie unions never question them In fact, they do not 
even bother to msist on collective agreements in many cases Union 
participation m management is purely nominal All membeis of the 
Tioika weie likely to be Party members m die old days, whicli 
meant tliat their decisions would be in line ivitli Party objectnes 
If any member of die Troika was not a Party member, it wasilAd)' 
to be the tiade union lepiesentativc, which meant that he would be 
powerless m compai ison with the other members Thus, die union 
repiesentative would content himself with lecommending the m 
stallation of drinking fountains oi showei badis and would avoid 
questions of gieat impoitance to the ivorkers In any case, tlie 
Tioika was abolished in 1937, and each managei was placed in ful 
charge of his plant The unions are said to be completely unable to 
protect the workeis against summary dismissal, eviction, oi iiupns 
onment, against violauon of the wages, houis, and working condi 
tions piovided by law, oi against the violation of safety codes 
othei piotective measures Then “cooperation with management 
means merely that they function as slave-dnvers, employment u 
leaus, and collectors of foiced loans They repiesent the inteiests o 
the ruling buieauciacy and not those of the workeis Accoidmg to 
this opinion, leal labor unions do not exist in Russia today 

moie than they did in Nazi Germany 2® 

Social Inmrance in Russia Soviet Russia has a lather compre 
sive system ^of social insurance According to the official version, 
there is no unemployment in die Soviet economy, and no unem 
ployment msuiance is necessaiy, but benefits aie piovided 
tion with illness, accidents, old age, death, and cliildbnth 
foi workers who become ill begin at once and amount to fu ■" 
for woikeis receiving up to 180 rubles pei month, m ad mo 
free medical attention The benefit for total disability ma) 
much as the full wages foimeily earned, and in cases of paiu 

20 r Utley, The Dtedm tVe Lost, p 178 
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bility a compensatoiy wage, equal to the difference between foimei 
and picsent cainings, is paid Death benefits include buual 
penses, immediate financial assistance, and pensions for soiviving 
dependents The pensions lun fiom one-third of foimci %\agcs foi 
one dependent up to thiee-fouitlis of foimci wages for three or 
more dependents Old age benefits iiin from one third to 100 pet 
cent of foimei wages depending on amimstanccs In gcncial, an 
ordinary woikei who has been employed for 25 yeais or nioic may 
expect to retire at age 60 on about 50 to 55 pci cent of fomci 
wages The provisions foi women workers and workeis in dangerous 
trades are somewhat moie faTOrable Women receive mateinity 
benefits, and mateinity leave consisting of eight weeks befoic and 
eight weeks aftei childbit di AH expenses of social security aie paid 
h) management and added to cost The expenses foi vaiious entei- 
prises and types of workers run ftoni 10 to 20 pet cent of the wage 
bill and average some 14 pei cent Admission to benefits and the 
actual distribution of funds aie m the hands of the labor unions 
Total expendituies for education, healdi set vice, soaal secunty, and 
othei cultural purposes weie supposed to leacli 48 billion lubles in 
1941 and aie scheduled to hit 106 billion lubles m 3950 


Criticisms of the Russian system of soci>d insurance aie fairly 
numerous Quite a large numbei of poisons .ue excluded Horn the 
^tem (including members of nomadic tribes, peasants, hunteis and 
fishers, and collective fairaeis) Gimparatiicly few citizens have 
been able to leceive the benefits up to the present time A few yeais 
^0 only 125,000 poisons out of 170,000,000 were lecemng old age 
benefits Those who receive tlic benefits appaicntly do not get the 
mil benefits provided by law m many cases When the cost of social 
insurance is home rather diiectly by the geneial public, it is difficult 
to prevent malingenng and otbei anti-social practices IVorkers who 
nave been ill oi injined pretend to be unable to icsume woik when 
m tact they could do so, and pregnant women line tliemselves out 

LalfvT benefits 

are paid only to wmkers who have spent six yeais or moie m 


stitutil ^ unemployment The feLml con 

n guarantees employment as one of the fundamental lights 
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of the atizens, and the planned economy has apparently gone bi 
toward making good on this guaiantee in piactice The Fnst Five 
Year Plan piedicted a consideiable decline m the volume of unera 
ployment and a reduction in the numbei of registered unemployed 
from 2,000,000 to 550,000 Actually, the unemployed weie put to 
work mucli more lapidly than had been expected, and unemploy- 
ment insurance and the labor exclianges were eliminated in 1930 
Since then the official \eidict has been that Russia has been mug 
gling with a labor shortage lathei than a pioblem of unemploy- 
ment 

Critics of the Soviet legime, however, doubt veiy much that 
Russia should be consideied an economy of full employment They 
claim that many peisons who would otherwise have been unem- 
ployed have been put to work at forced labor on a variety of govem- 
mental piojects (sucli as the White Sea Canal, the Baikal-Amur 
Railioad, and the Tuiksib Railroad) These workers, whose iium- 
beis are estimated at 4,000,000 or 5,000,000 by some writers and as 
high as 17,000,000 oi 18,000,000 by others, aie employed under the 
most miserable conditions imaginable In ordinary industries, 
laige numbeis ol workeis are employed at extiemely low wages and 
a subsistence standard of living These workers would piobablv be 
unemployed if decent wages had to be paid, it is argued, foi their 
piesent low wages, if paid according to the value of the woikeis 
services, indicate that their products aie of veiy slight value to the 
economy as a whole The Russian economy appeals to have no un- 
employment because of these factors and because workers, when 
they become unemployed, aie not allowed to clutter up the stieete 
of the industrial cities Instead tliey are sent back to tlie faims, an 
It IS in agiicultuie that unemployment shows itself — not in the form 
of completely idle woikeis, for it is easy to appear to have something 
Co do on the farm, but in the foim of an excessive and unnecessari y 
large labor supply Collective farmers weie given plots of land or 
their own use partly because they weie not fully employed on t e 
collective farms, and even under the stiingent legulations of recen 
years the collective farmeis have only been lequned to spend 80 to 
150 days per year in working on the collective farm land Tins sug 
gests that the collective faims could have gotten along successm ) 
with mucli less labor than was actually available for them m mos 
years Thus, it is contended that unemployment is merely disguise , 
and not eliminated, in the Russian system 
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On the othci hand, there is no doubt that the niaiket demand 
[oi skilled <md tiained iraikcis m Russia has exceeded tlie maikct 
supply undei the planned economy Although almost si\ million 
skilled woikeis had been tiaincd undei the fiist two Five-Year Plans 


and many raoie horn 1987 to 1910, a deciee of 1940 piovided foi 
the ronsciiption and mobiliration of all boys of 14 and 15 yeais oi 
age foi tiaimng in vocational and tianspoit scliools, and of boj's 
of 16 and 17 yeais for naming in factoiy schools In 1941, girls of 
14 to 17 jeais weie moblll^ed foi naming in coinmcicial schools 
The pupils weie fed, clothed, and housed at governmental expense, 
and iveie to make lestitution by scning as soldieis of mdusny ioi 
foul years at oidmaiy wages m the government plants to which they 
%veie assigned The couises of naming varied in length horn six 
months to three years and the mobilizations were supposed to affect 
from 800,000 to 1,000,000 young peisons m eacli yeai These nam- 
ing piogiams operated thiough the wai period and have been ex- 
tended into the postwai peiiod Quite apait horn any conditions of 
laboi shoitage or suiplus in paiticular fields, theie would seem to 
be no good leason why the Russian planned economy cannot fui- 
nish virtually full employment for laboi if the leadeis stiongly 
desiie to do so 


PopulaUon Policy tn Russia The population of Russia is not only 
large but, m normal times, gi owing lapidly It inci eased fiom 139 3 
million in 1913 to 154 2 million in 1928, 165 7 million in 1932, and 
193 million m 1940 after the absorption of Latvia, Estonia, Lithu- 
ania, and other areas into the Soviet Union The bath rate in 
Russia has lemained steadily high at about 40 pei thousand of 
population However, Russia, unlike the fascist countries, is said to 
have no governmental policy of sumulatmg population giowth and 
the leaders of the system would attiibute the lapid giowth of popu- 
lation to the favorable economic and social conditions which prevail 
in Russia Among the conditions favoiable to population growth 
aie bee medical attention and allowances to help out with the ex- 
penses attending childbiiUi. the ceitamty of employment foi patents 

and wo^, and the basing of mariiage and the family on the 
sidemtinr r” economic con- 

ecent yeais some of the measures which are part of tlie 

oreign Commence U'cc//}, Jamnrj 18, 19H, p 105 
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population policies of tlie fasast countries Foi example, in 1936, 
Russia began to pay bonuses of 2000 lubles per year foi five yeais 
for each child beyond the sixtli in individual families, and bonuses 
of 5000 rubles foi one yeai and 3000 rubles pei year for four addi 
tional years for each child beyond tlie tenth in individual families 
Sucli developments suggest lathei clearly that the leaders of the 
country are definitely anxious foi Russia to have a lapidly growing 
population 


QUESTIONS 

1 How are wages, hours, and woil-ing conditions foi labor determined 
undei capitalism? Explain 

2 "The atizens of the United States as a group have not always been 
Willing to accept the wages, hours, and working conditions, produced 
by the operation of market forces, as entirely satisfactory” Explain 

3 How do you account foi the formation of labor unions among the 
woikers undei our capitalistic system? 

4 "Witli some conspicuous exceptions, employers in the United States 
have been bitterly opposed to the groivth and development of labor 
unions ” Show whethei you agree 

3 "Business cycles, which produce such a tremendous volume of nncni^ 
ployment for workers aie peculiar to capitalistic economic systems 
Do you agree? Explain , 

6 “During World War II, labor in the United States tvas subjected 
temporarily to rather ugorous governmental contiols” Explain 

7 "In the postwat period, the federal government of the United States 
can and should guarantee full employment to its citizens without in 
teifenng with any other phases of the economic life of the country 

Discuss ^ 

8 Discuss the adequacy of the social insurance system of the uni 
States and the economic issues involved in the extension of the sy 
tem 


9 How tvould the wages, houis, and working conditions for labor be 


10 


determined under a system of modern socialism? Explain 
"We cannot conclude in an offliand fashion that real wages w 
be highei in a socialistic economy than in a capitalistic economy 

Show whether you agiee v m better off 

11 “Other tilings equal, the gieat masses of tvorkers should be b 
under soaahsm than under capitalism” Do you agree? Exph 

12 "There would be no place foi labor organizations or unions 
modern socialism ” Show whether you agree 

13 "A really comprchensit e and adequate system of soc'-l " “ . 

be opeiated only undei modem soaahsm Do you agree E p 
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H OnI> incicdiblc stupidity would permit aii) signifimit volume ol 
uncmpln^tnciti to lmsI for workers or other prodtictnc tcsotticcs 
under soci disin ” Sliow' whether >ou agree 

15 ‘The w iges, huiirs, and woiking londiiions of Soxict Ktissi m workcis 
are normalh \tn hxotablc, though they hate (hanged for the isoisc 
in icccni years" L\plain 

16 llow arc wages, horns, and ssorking conditions deieitnined for the 
workers of Somci 'Russia's 

17 The wages houis, ind working eoiultiions speciTied by laws and 
collectne agi cements in Smiet Russia are ineininglcss c\ccpt as a 
dcMcc for deceising outside obsersers of the Sonet system' Show 
wliethcr you igrcc 

18 How has the Sonet Russian system attempted to cope with such prob 
lems as exccssise labor luinoser. disenteeism, ind lateness to woik? 
Explain 

19 How do the real wages and stand luls of hnng of Sonet Russnn 

workcis cotupiirc with those of the ssorkers of Icuhng CiiiMtahslie 
countries? ‘ 


21 


22 


23 


20 How would you ctaluatc tlie libot unions of Sonet Russi.i and then 
functions? 

Sonet Russia has a conipreheiisite ind adcfjiiatc system of social 
insurance Do you , agree’ Explain 

■Sonet Russia has succeeded m cltmmating iinemplonnent ’’ Show 
whether }ou agree 

‘Unhko Uic fascist countries. Sonet Russii his no goxcininental 
pohCT for stimulymg popuhtion gtowth Do you .igree’ Explain 

orson"/r *Tr goxernment issumes rcsponsilnlity for a 

P ns ^^clf^rc, It IS also hkel) to issumc rcsponsibihu for thu 
penuns conduct" Does the status of woikeis ,n Sonet Russn tend 
to support 01 contradict this conclusion? Explain 
ince workcR today tend to stress security aboic othet obicctucs 
^e workers of Soviet Russia with their guaranteed employment full 
^CMI scrunty. ,aml lel.atncly equal wages, must be xeiy' well off fi 'm 
the economic point of neW Do you agree’ Explain 


25 



CHAPTER 18 


THE STATUS OF LABOR 
(Continued) 


The Status of Labor in Britain undei 
Paitial Socialism 

The Britisli civilian laboi force at the end of 1947 included some 

18.905.000 workers Out of this total, 7,263,000 workers, or over 38 
pel cent, were in manufacturing, 2,368,000 weie in the distributive 
tiades, 1,439,000 worked in uansportauon and shipping, 1,356,000 
weie in building and civil engineeiing, 2,073,000 held positions m 
either central or local government, 1,091,000 worked in agricultur^ 

1.114.000 were in the field ot piofessional and peisonal sa vices, an 

828.000 woiked in raining and quarrying * 

Wages, Hows, and Walking Conditions Except for governmenta 
Intel ference, the basic wages, hours of woik, and working con i 
tions of British labor lesult flora bai gaming between woikeis an 
employers The bargaining is collective in a great many cases, an 
in recent years this has increasingly meant the negotiauon o na 
tional agreements, coveiing whole industries, between unions {or 
groups of unions) and associations repiesenting the employers n 
many other cases, negotiations occui on a disuict basis between ti 
union and a district organisation of employers Normally the co e 
tive agreements have no time limit, and changes can be broug P 
for consideration at any time by eithei side, piovided due notice 

^'fintish woikeis have made some gams in regard to 
houis of woik under the auspices of the Labor Governmen 
had been faiily well stabilized during the peiiod of 
and, for about a year after the end of the wai, wage inacascs 

1 Labor and Industry m Bntatn, March. 19t8, p 17 
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inthei common The avciagc weekly c.unings of .all woikcis in- 
cicased fiom 06 to 101 shillings bttnecn July, 1044, .int! Ortobei, 
1916 Then tlicic tins a pciiod of lelainc stability until the mitkllc 
of 1917, followed by anothci burst of tvage incicascs in the second 
half of the ycai At the end of 1047, the asciagc level of full-time 
weekly wage latcs was neaily 5 pci cent liighei than at the end ol 
1946 and 73 per cent highei than in Scpicmbci, 1930 In a numbci 
of indiistnes, boms of laboi weie icdiiced during tlie jcai without 
any corresponding icduction in weekly latcs of wages This had the 
effect of inci casing hoiiil) latcs of wages It is estimated that avci- 
age homly rates at the end of 1947 wcie 9 oi 10 per cent higher 
than at the end of 1946 and 84 oi 85 pei cent highci than in 
Septcmbei, 1939* 

Early in 1948 tlic govcinmcnt decided that such inci eases in 
wages could not go on without adding fuel to the files of inllntion, 
and It embaiked on a policy of wage stabiliralion Coincident with 
the intioduction of a new and more stimgeiu system of pnee con- 
trol, the government called on Biiiish labor foi the stabihration of 


wages at existing levels While the government did not pioposc to 
intciferc direaly to sccuic the desitcd result and while it was not 
consideied necessaiy foi all individual incomes to be stabilircd at 
existing levels, the government did argue that liiere sliouJd be no 
urthei general inaeases in the level of pcisona! incomes without at 
least a conespondmg increase m the volume of pioduction It railed 
on all i^isons engaged in wage negotiations to keep this pnnciple 
hrml) before them and to act togethci on sound and public spirited 
hnes in oidei to avoid a prolonged setback to Britain’s rccovciy 
Organized laboi in Bntain, acting thiough the Tiadcs Union Con- 
fess. approved the proposal foi wage siabih/ation on condition that 

P?*"" vigoiously a policy designed not mciely to 
stabilize but to reduce profiu and puces 

occurrL^.ru^?'^'^'**^ reduction in the baste woik w'cek which bad 
occurred m the first two years aftei World ’Wai I, thcie had been 

reduTons The 

tSir faas" had 

Most of the reduced by about ^i/g hours on the average 
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Since the national need for high output led woikers rn some Indus 
tnes to agree voluntaiily to work oveitime In the middle of 1947, 
the average weekly horns woiked by all woikeis in Britain weie 
45 0, as compared with 47 5 in 1945 and 46 5 in October, 1938" 
Controls Affecting Labor During Woi Id War II, tlie activities of 
labor in Biitain were subject to a considerable number of govein 
mental controls Wages were contiolled, workeis weie viitually 
frozen to then jobs in essential occupations undei the Essential 
Work Oideis, control ovei engagement compelled those seeking 
work (with limited exceptions) to obtain it only thiougb Emploj 
ment Exchanges of the Ministiy of Laboi, stiikes and lockouts weie 
made viitually illegal, and laboi disputes had to be settled on the 
basis of compulsoiy aibitration Hoivever, the government gave a 
pledge to the tiade unions to lemove all waitime controls over laboi 
as soon as possible after the svai was ovei, and most of them ivere 
actually eliminated within a lelatively shoit time 
In 1948, Biitish laboi was once more functioning undei some 
governmental direction During the economic aisis of 1947, the 
Contiol of Engagement Ordeis were leintioduced This means that 
persons leaving their jobs can take new ones only through one of the 
Ministry of Laboi 's Employment Exchanges, and people seeking 
work can be given suggestions as to tlie occupations into which the) 
should go. can be kept out of nonessential occupations, and, when 
necessary, can be directed to take jobs in essential industi les More 
over, in spite of the fact that the uend in the basic woik week ha 
been downward since the wai, the goveinment decided that it must 
ask for longer houis of work wheievei they could contiibute to 
inci eased pioduction The coal mineis weie one gioup whicli was 
asked to put in such extia time, and they now do so undei vaiymg 
arrangements In some cases the mineis work an extia 
week or each fortnight In otheis, they work an extra half bo 


each day , *.5 

The waitime system of compulsoiy arbitration of laboi ai p 
was nevei abandoned aftei the wai and Biitish workers aie s 
subject to It Disputes between workers and employeis are sc 
through voluntaiy collective baigaining machinery where P“ . 
In case a dispute cannot be settled, a stiike 01 ‘ r 

unless the dispute is refeiied to the Mmistei of ^boi an 
to settle It or lefer it to the National Aibitiation Tribuna 
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peiiod o[ 21 days Mcmbeis of the Tubiinal aie drawn born a list 
of appointed mcmbeis (independent peisons) and panels of pci sons 
chosen to lepiesent employeis and noikcis by the Mmistci altei con- 
sultation with laboi and management oigani/ations In any given 
case, the Tiibunal is made up of tluee appointed mcmbeis, one of 
whom IS Chan man, and two othci mcmbeis, one horn tbc cmploy- 
eis’ panel and one fiom the woikeis' panel Ncithei of these panel 
members may have any diicct connection with the industry involved 
in tlie dispute The decisions of the Tiibunal aie binding upon 
both paities to a dispute and become a pait of their existing 
contract 

Employeis and woikers aic also subject to a goseinmenlal control, 
cairicd over horn waitime, which makes the conditions acliiescd by 
collective baigammg the legal noim in each industry Under the 
wartime Ordei providing for the compulsory arbitiation of disputes 
between woikcis and employeis, all employeis weie rcquiicd to ob 
seive, as a mininium, die “tcims and conditions operating in each 
industi y in each disti ict,” which meant loi the most pai t the tci ins 
and conditions achieved by collective baigammg Thus an cmployci 
whose own uoikeis weic unoiganircd and who did not opciatc 
undei any collective agiecment tvidi his woikcis would still have to 
observe the terms and conditions leachcd by collective bai gaming 
in othei parts of the industry The life of this contiol has been 
extended through 1950 

Laboi Unions in Britain British w'oikcis aic Mill ficc to be mem- 
bers of laboi unions undci partial socialism, and many of them do 
so In fact, membciship in unions i cached .m all time high of 
8,714,000 at the end of 1946 This leprcsented an increase of 91 1,000 
or 11 5 per cent duiing the yeai * Butish labor unions include the 
two famous types, craft and industrial, and also some "general” 
unions which take in skilled, semi-skilled, and unskilled woikcis 
from all sorts of industries and businesses The laboi unions aic 
centrahyed at two levels, tlirough federations and thiough the 
Trades Union Congress 

Fedeiations of unions covei a laige number of unions in 
certain industries, as, for example, the Confedei ation of Ship- 
building and Engineeiing Unions of the United Kingdom The 
federations aie coming more and more commonly to act as the unit 
foi wage negotiations, though final decisions as to actions in laboi 

* Ibiil , p 22 
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disputes aie usually left to individual unions At the same time, 
individual unions oi fcdciations ma) affiliate ivitli the one national 
oiganizalion, the Trades Union Congiess In dealing with employ 
eis, the unions or fedeiations letain tlieir independence, though the 
Geneial Council of the Tiades Union Congiess may he asked to 
inteivene when a senous deadlock oi dispute threatens At the end 
of J946, the membeiship oi unions affiliated with the Tiades Union 
Congiess was 7,540,397, oi 84 pei cent of all tiade union member 
ship in Biitain.® 

The functions of laboi unions in Biitain include about all of die 


usual list, though some of these functions aie likely to be less impor 
lant undei soaahsm than they were pie\iously The unions bargain 
collectively for their membeis on matteis i elating to wages, hours, 
and working conditions, but within die limits set by general govern 
mental policies affecting these same matteis In disputes with em 
ployeis, die unions may use the tiaditional laboi weapons, such as 
stiikes and picketing, piovided diat the Ministei of Laboi does not 
step in to settle the disputes on lus own powei oi lefei them to the 
^<^tIonal Aibitiation Tubun.il Actually, work stoppages due to 
industnal disputes .me not veiy common in socialist Britain The 
numbei of such stoppages which bcg.m in 1947 w’as less than m 
1946, though die numbei of woikeis affected and the total nmnbei 
of working days lost weie slightly gieatei The total number o 
woiking days lost from V-J D.iy dirough 1947 was about Gi/, million, 
as corapaied svidi 6554 million lost in the con esponding pcuo 


after "World War I “ 

Biitish labor unions play a fairly impoitant pait in die manage 
ment of vaiious industiies and businesses, thiough a vaiiety o 
oiganizations set up foi the puipose, but veiy often the , 
control hes in die hands of die goveinment ratliei than in tiios 
management and laboi The unions play a minoi pait m “e 
istration of social insuiance schemes and cany on the usual e 
tional, leaeational, and social activities foi then [ 

finally, die unions play an active pait in the politic.il acuvi 
the countiy They aie fiee to devote union funds w U 

poses and aie the sUongest single foice in the Laboi ^ qqqo 

laboi union membeiship in the Labor Paity amounted to 
oi 82 pel cent of die Paity’s total membeiship Howevei, 


s fbtd , p 23 

« Ibid, pp 20 21 
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1945 Pailiamentaiy election, only 119 scuts out of the 393 gamed by 
the Labor Paity, or about 30 pet cent, weic held by union 
membeis ^ 

Unemployment in Sutmn The lecoid of socialist Britain in con- 
nection with unemployment tliiis far has been very favorable In 
the tiansition fiom waitime to peacetime production, the Luboi 
Government tried to make suic tliat war industiies irac closed 
down and non-war industries allowed to i copen oi dcielop accoid- 
ing to pnoiities that nould allow the evwai woikcis to be absoibed 
without any gaps in then cmplojmcnt The policy could not be 
carried through peifcctly, but the claboiatc lacihtics of the Mmistiy 
of Laboi and the long cxpciieiio. of its Employment Evchanges in 
handling labor moicnicnis kept untmploymcni to a inmimum The 
small iiguie of 103,000 unemployed in mid- 1 94 5 inci cased only to 
302,976 m Deccmbci, 1946, and then fell to 277,245 in Deccmbei, 


1947, 01 1 5 pet cent of the laboi foicc® It is too eaily yet to make 
any long-run appiaisal of die success of socialist Bi itain in providing 
employment foi its citizens, but thcie is no .ippaicnt icason why an 
economic system as thoroughly planned and conn oiled as Bmain’s 
IS today should not be able to maintain employment at high levels 
if this achievement stands high on the list of objectives of the 
coumiy’s leadeis 

Social Insurance tn Britain Buosh woikcis and olhei citizens en- 
joy a very complete and compichensivc system of social insuiance 
and social services in general Unemployment benerns aie paid foi 
180 days and then aie subject to ^evIet^ by tribunal Sickness bene- 
fits aie paid foi an unlimited pciiod of tune if the bcncficiaiies have 
paid in 156 weekly contubutions Retirement pensions begin at 
age 65 foi men and age 60 foi women Benefits in connection wiUi 
unempteyment, sickness, and ictiremcnt are all of the same size 

“"Sle adults, with 16 
shillings additional for an adult dependent, and 7 shillings. 6 pence 

children's Slow- 

S ab em'f “"d treatment 
or paniaill « P«niancntly disabled, eithei totally 

receive mdustrial pensions which are based on 

tn from the in " No deduc- 

n from the pension occurs on account of what the disabled may 

Labor and InduUiy m nrUam. M irch 1<M8, pp 17 IR 
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be able to earn foi tliemselves later on The indusaial pensions mn 
from 9 to 45 shillings a weelc as the degiee of disablement inaeass 
fiom 20 to 100 pel cent 

In addition to these standaid types of social insurance, the British 
system includes free and comprehensive medical service (including 
medical, dental, speaalist, and hospital senuces), mateinity ailo« 
ances, maternity giants, allowances foi attendance on confined 
ivomen, death giants, widowed motheis’ allowances, widows' pen 
sions, guardians’ allowances, and family allowances The fainilj 
allowances provide a weekly cash sum to motheis foi each cliild 
after the fiist who is undei the school-leaving age In addition, the 
children leceive daily allowances of fiee milk at sdiool and freeoi 
.cheap school lunches This completes the list of social insurance 
activities piopei, hut die goveinment caines on many othei actm 
ties winch fall undei the bioadei heading of soaal welfaie These 
include a host of welfaie activities for diildren, tlie pievention ol 
cuielty to diildien, youth oiganizations and lecieational facilities, 
activities catering to the special w'elfaie needs of old people, special 
aids foi the handicapped, piotection of the food supply from con 
tammation and adulteration, sanitation and seweiage regulations, 
provision of adequate puie ivatei, workshop and faccoiyjcgnlations, 
,the provision of housing, and activities in connection svitli town and 
country planning 

The total cost of die progiam of social services (induding soaal 
insurance piopei) is estimated at £511 million foi 1948 and is ex- 
pected to increase to £601 railbon by 1958 Of the £511 milhon m 
1948, £21 millions iveie to come fiom interest on die lesene fuud 
£158 millions bom employeis' contiibutions, £175 millions froi" 
goveinment funds, and £177 millions fiom the contiibutions of 
insuied persons Employed men ovei die age of 18 paid four 
weekly m 1946 foi insuiance against mdustiial injuiies, and foin 
shillings, seven pence tveekly foi the odier featuies of the pi oglin' 
Di/Feient lates of contubution tveie paid by self-emploied men .'U' 
men not gainfully employed, and by males under die age of 18 1" 
all these categoiies Tlieie was a completely sepaiatc late stinctuic 
lot women accoidmg to w'hedier diey were over or undei 18 
of age and weie employed, self-employed, oi not gainfully cmploic 
As die discussion of lates and otbei matters suggests, all persons aic 
covered by the system and aie coveted litaally from the oad e to 
the grate Moieovei, we should note that a gieat deal of thepiog'*'"" 
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of social services has been set up by the present Labor Government '* 
Real Wages and Standards of Ltvmg in Butain Except for the 
expansion of the progiam of social services, the watdiword in con- 
nection with real wages and standards of living in three yeais undei 
partial socialism to date has been “ansteiiiy ’’ Money wages ha\e 
inacased but so have the prices of consumable goods and sei vices 
Taxes have taken a heavy toll of woikcrs’ incomes Industiial pio- 
duction has iccovered in manj lines, but not enough, and laige 
quantities of goods badly needed at home have been exported be- 
cause of the a ISIS m international tiadc and foreign exchange The 
same ciisis led to i eductions in imports of essential foods and othei 
commodities Strict rationing of foods, clothing and othei com- 
modities has continued to be necessary, and Biitam has remained 
dependent upon outside assistance to maintain even the existing 
mcagei standards of consumption So far, of course, the lack of 
progress m the mattei of real wages and standards of living in 
Britain can be blamed on the postwar economic emeigency, it one 
wislies, but theic is no doubt that die progiess in this field undei 
Biitish socialism still remains to be made 


Conclusion on the Status of Labor m Batain On the whole, the 
ticainient of labor in Biitain under paitial socialism has been 
lathei favorable In fact there aic many outside obseiieis tvho dunk 
It has been more favoiable (1) than the postwar situation has uai- 
raiucd and (2) than can be maintained m the long run undei social- 
ism ^Vith legaid to the fust of these points it is often asked hoiv 
one ran justify mci cases in money wages, i eduction of basic weekly 
work hours, and embarkation on a compichensite and veiy expen- 
se c piogiam of social sei vices in the midst of an economic cmei- 
genc) when production is falling short of needs and, in some cases, 
even short of immediate taigets. when cxpoits are continuing to fad 
to cmti imports, when many goods aic m shoit supply and stiict 
rationing ,s ncccssai-), .ind when the comnry as a whole is so de- 
Jicndtiu on outside assistance IVidiout appealing to oppose laboi 
gnim. it IS jiossiblc to ask whcthei they could not liase wmted until 
a inoic appiopiiaic occasion 

w? r,' Can labor be 

Hi r,ec ,0 ba,ga.„ collecmel, .|„ |„„g 


•Tills itifornulion 

CuKii Sofinf Simrrj 
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own destiny in matteis of wages, hours, and woikmg conditions in a 
planned and controlled economy of socialism’ If they succeed in 
woiking out Iiouis and wages which aie inconsistent with theM 
fillment of the government’s plans for the whole economy, tsill the) 
not be asked oi compelled to give way to the laiger national in 
teiest? Can unions piotect the inteiest of their membeis if theyaie 


not allowed to use strikes and otlier weapons of laboi but are com 
pelled to submit to the arbitution of industiial disputes’ Can the 


government maintain full employment for labor without also inter 
feiing seiiously witli the fieedom of action of the individual worken 
on such matters as, foi example, the taking or changing of jobs' 
Will pioblems of absenteeism, lateness to woik, and loafing on the 
job aiise under the system of guaiantced employment and full social 
seem ity foi workers, and, if so, will they not lequire additional, 
severe governmental controls ovei the individual workeis’ Will the 
Bi itish not discover that a government which sets out to confei all 
mannei of benefits on the woikeis will eventually have to exercise 
contiol ovci the woikeis? Answers to these questions will be o 
tamed only as the Bi itisli economy gains moie experience in operat 


mg undei socialism 


The Status of Laboi under Fascism 

All matteis pertaining to labor iveie biought iindei strict 
mental contiol in the fascist economics of Italy and Geimany ^ 
fiist step in the process was the liquidation of existing labor oiga 
izations This was accomplished by simple and diiect metio s 
many cases, union leadeis were airested and jailed as enemies o 
people, union offices and faahties were smashed and broken up, 
union buildings, funds, entei puses, and activities weie _ 

by the government In this ivay the fascists eliminated tra ® 
collective bargaining, strikes and lockouts, and class war a 


Fascist Organizations of Woikers and Employes The n 
was the establishment of official governmental oiganwations 
workeis and employers In Italy the syndicate was the 
the caiH'ing on of employer-employee lelations The S ,^^,5 
peimitted only one syndicate foi each industiial categoiy 
or employers in each local geographical unit Thus mag 
area, there would be syndicates of workers m the clothing 
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ill the food-products industiy, in the paper and printing industry, 
and so on, and also syndicates of clothing manufactuiers, of manu- 
facture! s of foodstuffs and allied pioducts, of paper manufactuiers, 
and others In older to be legally lecognued, a uorkers’ syndicate 
had to include at least 10 per cent of die workers in an industiial 
category in a gnen local aica and an employeis' syndicate had to 
include enterprisers who employed at least 10 per cent of the work- 
ers in an mdusnial category in a given local aiea Both types of 
syndicates were to look after the educational and moral as well as 
the economic interests of dieir membeis, and die directors and 
officers of eacli organization had to give evidence of competence, 
charactei, and sUong national convicuons Bodi types of syndicates 
represented all the workers and employers in the given industiial 
categories, and weie allowed to collect dues from all iioikers and 


employers, wliedier or not die workers and employeis were actually 
members of then respective syndicates 
The local s)ndicates of woikers and employers in various indus- 
trial categories were gathered togedier in separate piovincial, intei- 
provinaal, and naUonal federations Then, at the top, all the em- 
ployers organizations acre combined into four confederations, 
namely, industrialists, agriculturists, merchants, and employers in 
aedit and insurance All die workers’ organizations weie combined 
into five confederations, which included industrial woikers, agii- 
cultural workers, workers in commerce, workers in aedit and insur- 
ance enterprises, and professional men and artists 


In Germany a new single organization, the Labor Front, was set 
up almost as soon as the fascists came into pouer, though the 
provided for it offiaally was not issued until October, 
lasi Ihe Labor Front, however, was anything but a true labor 
organization In fact it was more nearly a section of the Geiman 
fasast party Its leada. Dr Robert Ley, was a high party man, and 
all other officials of the organization The territorial 
organization of the Labor Front iias exaedy the same as that of the 

En Ae Lai ? 

practice In nn ” m theory but compulsory in 

Amt h J 30.000,000 members, or some- 

Aing like SIX times the former membership of the tiade iiniom 

as workPM fipi j professional men, as well 

rkas, belonged to the organization The Economic Chamber! 
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the National Agncultuial (Food) Estate, the National Transporta 
tion Council, and the National Chambei o£ Cultuie all “belonged" 
to the Labor Front Thus die organization was really a gigantic 
national “company union ” Second, it made no attempt to improve 
the economic position of its employee members by means of collec 
tive bargaining with employeis conceining wages, houis, and other 
conditions of employment Indeed, its functions did not seem to be 
greatly concerned with employei -employee relations It operated a 
large number of business enterprises most of which had been oper 
ated formerly by Geiman labor unions It furnished vocauonal 
training and cultmal education foi the workeis, piovided assistance 
for members in times of emergency, assisted in settling labor dis 
putes, attempted to promote "undei standing and solidaiity” be 
tween workeis and employeis, sponsored the "people’s car" and the 
"people’s tractoi,” and propagated the Strengdi through Joy and 
Beauty of Woik movements Many similar activities weie also rai- 
ned on by the syndical oiganizations in Italy 
The Determination of Wages, Homs, and Woikmg Conditions 
In the fascist count! les, the wages, hours, and working conditions o 
the woikers were detei mined by the employers, except to the extent 
that the goveinment saw fit to intervene In Italy, a gieat show was 
made ovei collective bargaining by the syndical organizations an 
the drawing up of collective agreements governing the conditions o 
employment Many of the collecuve agi cements were negotiated a 
the federation level and weie theiefore provincial, mter-provinaa 
or national in scope Agreements between individual employeis an 
their woikcis had to conform to the collective agieements wiic 
were larger in scope, except in the mattei of provisions whici wc 
moie favorable to the woikers than those of the more geneia agie 
ments The collective agieements covered wages, houis, 
conditions, vacations, and many other matters, and were bin *”0 
all employers and workers in the vaiious industiial categoi 
whether or not these individuals weie actually members o 
syndical organizations The collective agieements had to 
proved by the government before they could go into effect 
The loker in this situation was that the woikers syndica 
izations were not controlled by the woikers and were noting 
motely lesembling labor unions The workeis had to p y 
the syndical oiganizations and weie bound by the wages, ’ g 
working conditions specified in the collective agreements wliici 
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negouaicd, bvit they t\crc allowed to hold only snboidinaic posiUons 
in the syndical otgamrations The highci offitiah weic of "safe" 
middle cKiss origin and wcic not inhc(|iiciuly ]>.irly nitmbcis ap 
pointed by the go\ eminent to duett the sjnditaics If they ncic not 
appointed fiom abotc, the) wcic laihoidtd into oincc liy means oi 
manipulated elections Ilowcsei. these same high olTicuils of the 
woikcis’ oiganiraiions "icpitscnied" the woikcis in the negotiation 
of collcctne agi cements As a result, these agi cements wcic tcally 
contracts between icpitscniativcs of the cinpioytrs and icpicscnia- 
Uses of the uiling biucaiiciacy and weic not the result of genuine 
collects c bargaining lienee, in gciicial, the cmplo)cis weic allowed 
to tieat the woikers as they pleased as long as the iincicsts of the 
state svcrc not cndangcicd 

In Germany there was no fuss about collective bai gaming and 
collective agi cements The National Laboi Law saitl that m c.icli 


plant the cnictpiisci as “Icadei” of the establishment and the sala* 
tied employees and svage eaincis as ''followcis" must notk together 
foi the fmtlierance of the pm poses of the cnicipnsc and foi the 
commonweal of the people and the state The leader had absolute 
authority m die conduct of all alTaiis of Ins cnteipi isc as long as lie 
did not break any laws The leader made decisions over against the 
followeis m all matters iclating to the business and, m paiuculai, 
in the fiving of all labor conditions By himself, or aClci consulta- 
tion svith his Conndcntial Council m plants employing 20 oi moic 
woikeis, the cmployei laid down svoiks or establishment ordinances 
binding on all mcmbcis of the cntcipiisc These ordinances coveicd 
such matters as the beginning and end of the svoiking day and any 
breaks therein, times foi the payment of wages and the natuie 
thereof, principles foi the calculation of piece latcs, the natme, 
amount, and collection of fines, the giounds for dischaige without 
notice (where permitted to the employer), and the utilisation of pay 
forfeited by unlawful termination of employment « Except as he 

wuh L?'? '"I interfered 

with by officials of the regime, the employer was a law unto himseU 

m determining wages, hours, and working conditions in his enter- 

prise 

The Settlement of Disputes and Proteclton of Employees In Italy 

adequately protected aS 
tile employers by the collective agreements, but it was foreseen that 

WR A Brady. The Sptru and Slruclure of German rascism, p 139 
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awholA Corete^^d^r^u”" “ ■'>' ■”««sol fl.en.tt,.n 

irorkets and employed wt“ort,!<MenT 
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All labor disni attempting to enforce their demands 

eis were handler? i etween individual employers andirork 

assisted by two expertrin 

collectivp d. n . ^ r fields of production and laboi IVliea 

temSbv heTd ” 

cal orffani 7 at n ^ national confederations of the syndi 

wcntTZ u " disputes !hen 

to bnniT I ^°*'Po*^tions, whose high officials attempted 

lecfivp fnh agreement Finally, the couits for handling col 

sectionc called labor couits, weie set up as special 

thit «,d t:omt consisted of 

two P^n Appeals of the disuict, assisted b) 

iias<iin<r^^* d*" problems and one on pioduction Before 

^ ^'\^Snient on any lafaoi dispute, the president of the labor 

rtliTip frequently successful) attempt at con 

.1 necessary, the laboi courts decided the disputes on 

the basis of both law and precedent, and in consideiation of the 
inteiests of consumers and of the nation as a whole 
in Geiraany several agencies weie available for the piotection of 
the workeis and foi the settlement of labor disputes, foi the fascist 
Tx insisted on the maintenance of industrial peace 

he Confidential Councils, groups of from 2 to 10 penons accord 
mg to the number of employees, were supposed to afford some pro 
tection to tlie woikeis' interests in establishments employing 2fl or 
more workeis According to the original method of selection, the 
employer, after consultation with the local party leader, would 
select a panel of "reliable" woikers to be candidates foi the Confi 
dential Council These candidates were then voted on by the work 
ers and had to be either accepted or rejected as a gioup If the) 
were rejected, the Labor Trustee of the district would appoint the 
onfidential Council foi the plant In practice, the employers’ can 
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didates wcte so ficqnently i ejected that the clcctoinl fcntuic of the 
system tsns eliminated after IHIj 

The Confidential Council was supposed to act as an intcimcdiaiy 
or buffci between the emplojci and the cnijiloyccs Acting in an 
advisory capacity, it was expected to discuss mcasiucs calculated to 
increase the tflicicncy of the cntei prise, to assist in the const! uction 
and enfoi cement of the woihs" icgiilations presided by the em- 
ployer, to discuss the fixing of fines which W'cie piovidcd foi in the 
stforks’ icgulations (such as those foi lateness to ssoik, iinclcaiilincss, 
or smoking in the plant), and to assist in settling disputes in connec- 
tion ss’ith the intcrpictation of the ssoiks’ icgulations oi othci mat- 
teis" The Confidential Councils had no powci except that of ap- 
pealing to the Laboi Tiustces, and, since the nieinbeis wcic hand- 
picked, they probably had compaiatively little influence on tlie em- 
ployers’ actions 


Amoie important limitation on the pow’ci of the cmploycis was 
found m tlie fcict that their icgulations conccining w'ages, hours, 
and working conditions had to confoim to the general lulcs and 
regulations laid down by the Labor Tnistees Thcie svas one Labor 
Trustee in each of the 14 industiial distiicts of the country The 
Labor Trustees svere not woikcis or workeis’ rcpicsentativcs, but 
were political appointees and usually trusted paity men They were 
supposed to maintain industiial peace in then distiicts and to settle 
laboi questions which could not be settled within the individual 
firms Specifically, the Labor Tiustecs appointed, removed, and 
supervised the constitution and acUvities of, the Confidential Coun- 
als. settling any disputes which aiosc, decided appeals from the 
Confidential Councils, quashed employers’ lulings, and issued sub- 
stitute ordinances, g.-ive or withheld approval of mass dismissals of 
workers by employers, laid doivn general rules foi works' regulations 
and supervised their observance, issued wage schedules and regula- 
tions and supervised their obsen-ance. cooperated m the exercise of 

quTstions information on a vafiety of 

The highest agenaes set up to pass upon relations between em- 
ployers and employees and to protect each gioup from wrongs com 

one m each of the fourteen industrial districts of the country 
M Y Sweezy. The Sliucture of the Nazi Economy, p 1G4 
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Each Court was composed of a membei of the judiaary as chair 
man, a leader of a business (employei), and a membei of a Conli 
dential Council Appeals fiom the decisions of the Courts could be 
taken to the National Honoi Court in Berlin The Comts could 
punish offenses against social honoi by means of wainings, lepn 
mands, fines not to exceed 10,000 marks, deprival of an owner or 
manager of the light to conduct his own oi any othei business, 
deprival of a membei of a Confidential Council of the light to 
serve in this capacity, and dismissal of a workman oi emplojee 
from his position 

According to the Act for the Oiganiaation of National Labor, 
offenses against social honoi should be deemed to have been com 
mitted in the following cases 

1 When the owner of an undei taking, the leadei of an establish 
ment, oi any other person in a position of supeivision abused Ins 
authoiity in the establishment by maliciously exploiting the labor 
of any of his followeis oi wounding their sense of honor, 

2 When a follower endangeied industiial peace in the establis 

ment by maliciously provoking othei followers, and m paiticuar 
when a member of the Counal of Confidential Advisers in t 
establishment knowingly inteifered unduly in the conduct o 
establishment or continually and maliciously disturbed the commu 
nity spiiit within the enteipiise, , 

3 When a membei of the plant community lepeatedly nm 
fiivolous and unjustified complaints to the Labor Trustee or o s * 
nately disobeyed instructions given by him m wilting, 

4 When a member of a Confidential Council levealed wit 
authoiity any confidential infoimation or teclmical or 
secrets which had become known to him in the performance o 
duties and which had been specified to be confidential 

Malicious exploitation of labor included such things as un a«^^^ 
overtime woik, paying wages below the prevailing wage sca^^ 
undue speeding up of laboi, pioviding unsanitary 
tions, and tlie denial of vacation lights Wounding the wo 
sense of honor involved such tilings as aibitiaiy dismissal an^ 
use of insulting language The othei offenses on tlie ist s 

speak foi themselves _ 

Evaluation of Fascist Laboi Oigamzations and Policies 
clear that the German and Italian woikeis undei fascism w 

i*Act for the Organization of National Labor, Article 36, p H 
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pined of all the lights uluch they once had They had no laboi 
oiganwations wouhy of the name, they had no light to baigain 
collectively m the usual way with then cinployeis, they wcic 
allowed to use none of the weapons of indiistnal conflict to bung 
then dcsiies foicefully to the attention of their employcis, and the 
wages, liouis, and woiking conditions which wcic so iinpoitant to 
them were deteiinined, foi the most pait, by the fiat of the employ- 
eis and at then pleasuie Of couise, the cmployeis weic also de- 
prived of oiganization, lost the use of then weapons of industiial 
conflict, and weie compelled to live in peace with the woikcis 
However, anything like equal ticatmcnt foi cmployeis and workcis 
left the cmployeis with a decided uppci hand 
Undei the fascist systems, woikers at times may have been well 
treated, but this lesult, if it ocemred, was due to the good will and 
benevolence of the cmployeis and not to the rights oi activities of 
the woikeis And if the fascist cmployeis decided to tieat their 
workeis badly, tlieie was virtually nothing that the woikeis could 
do about It so long as the cmployeis did not actually break gcneial 
laws or decrees or go against the will of goveinmental oflicials The 
Confidential Councils in Germany, foi e\ample, weie completely 
powerless to check the cmployeis, and the Laboi Tiustccs. as politi- 
cal appointees, weie not much conceincd with the question of jus- 
Uce for the workeis Their job was to maintain industiial peace so 
that production might continue smoothly and efficiently, and to see 
to It that the employers, in their domination of the woikeis, did not 

treat the workeis so badly that national inteiests would be endan- 
gered 


“ Germany and llie laboi couits in 
Italy did not seem to hold foith mudi hope foi the woikeis In the 
oimei courts, as we have seen, cases were decided by a judge, an 

aSntedb "r Council'membei) 

prSctmr'Si? '""i P^^blems and one on 

‘be labor courts weie not likely 
to ^ pro-labor men, and the two expei ts weie required to L colS 

m Haly, Lt they we?e S 

was clearly ou SI ? ^ ‘be emphasis 

clearly on offenses which workers might commit against the 
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employeis, rather than those which the employer might commit 
against the woihers Moreovei, if the workers biought cases against 
the employeis and could not piove their points, the workers could 
appaiently be punished for bunging "frivolous and unfounded 
complaints” against the employers 
Under tliese conditions, it is not really suipiising that most of the 


cases actually handled by the labor courts of both countiies were 
decided in favor of the woikeis The employeis biought lelativdy 
few cases to the couits because, under the fascist systems oI eni 
ployer-employee lelations, the employeis could get almost anything 
they wanted from tlie workeis and could impose almost any condi 
tions which they desned on the workeis without resorting to the 
foimalities of court procedure Most court cases were decided m 
favor of the workeis because, in the face of biased couits and sesete 


penalties for unfounded complaints, the woikers would not bung 
tlieii cases to court unless they were so strong that even biase 
courts would have to decide in tlieir favor This meant, of comse, 
that in the great majority of instances the workeis meiely sirallowe 
their grievances and did not bring complaints to court The courts/ 
theiefore, did not do a very rushing business On the whole, tliereis 
no doubt that, from the workers’ point of view, fascist organizations 
and policies in the laboi field were exceedingly poor substitutes or 
labor unions, collective baigaining, collective agreements, an 


On die other hand, there is considerable evidence that t e e 
ployers were not entii ely pleased with the fascist systems o a 
relations They weie supposed to spy on the workers, and the 
ers might turn m adverse repoits on die employers '' 

expected to hire old (and not very valuable) party men an ? 
diem soft jobs Employeis could not hire new workers un ^ 
had laboi books and permits to change their jobs Appea s to 
exchanges for workeis were snie to bring party members i 

individuals needed jobs Employeis were controlled by goi trn 

ofBcials to a consideiable extent and were often unab ^ 
increased wages to get the workers they wanted ey ^ 
had to pay heavily, at the su^estion of party f 

looms, athletic fields, or shower baths constiucted loi 
They had to release then woikers to work on certain gm ^ 
piojects or attend party meetings, and pay their wage 
weie away They had to attend various meetings and Q 



THE STATUS OF LABOR 


487 

tions and get then men to go Tltcy had to contnbute generously to 
chaiitable campaigns of the paity and make up any deficiencies m 
then workeis' contiibutions These tilings suggest tliat life was not 
exactly a bed of loses even for die fascist employeis 
Wages, Homs, mid TVoiktiig Condttiom, As might have been ex- 
pected, die wages, horns, and woiking conditions granted to the 
woikers weie none too favoiable undet fascism Money wages in 
Italy were well maintained tliiough 1926, but m the spiing of 1927 
a number of “spontaneous” cuts took place In Octobci, 1927, the 
government stepped in to bung about a geneial 10 per cent reduc- 
tion m wages From June, 1927, to December, 1928, wages in gen- 
eral fell 20 per cent Theie was a furthei leduction of 10 per cent 
m 1929, anotliei of 18 to 25 per cent by November, 1930, and still 
other adjustments in 1931 In 1934, wages iverc 30 to 40 pci cent 
below the 1926 level The cost of living also fell m the 1927-34 
period, but not neaily so rapidly as ivages w in die following ycais 
of the Ethiopian campaign and of pieparation for Woild War II, 
living costs rose sharply and wages as usual lagged ivell behind 
After the entry of Italy into World Wai II, basic latcs of pay for 
labor were blocked foi tlie duration of the irar at the lathcr unsatis- 
factory levels of July 30, 1940 However, inci eases of a sort in wages 
were permitted by means of family allowances foi needy families, 
special premiums for industriousness, and supplementary payments 
to workers employed less than 40 hours per week Employeis con- 
tributed 10 per rent of gross payrolls for family allowances Pre- 
miums loi industriousness ran up to 120 hours’ wages oi a month’s 
salary The supplementary payments for shoit-hour woikeis 
amounted to 75 per cent of legulai wages for the numbei of houis 
by ivhich employment fell slioit of 40 hours per week « 

The labor laws set a nominal maximum working day of 8 hours, 
or 40 hours per week, but the many loopholes m the laws permitted 
widespiead violations even m ordinary times and there was much 
overtime work without addiuonal compensation Othei labor con- 
ditions were also none too favorable Individuals were allowed to ro 
to work for wages at the age of 12 years, and in the five-year period 

tween 12 and 15 yeais of age more than doubled « Workers’ 

H C T Schmidt The Cotporaie State m Action, pp 80 SI 
Foreign Commerce WeeUy, August 23, 1911, p 12 
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passes containing complete histones of the individual woikeis were 
adopted in 1933 Undei the piessme of waitime conditions, wages 
and woiking conditions changed foi die woise aftei 1940 The Min 
istei of Coipoiations was empoweied by a decree of July 16, 1940 to 
authoiize the Inspectorate of Coipoiations to exoneiate employers 
rom jc obseivance of labor lestiictions imposed by various labor 
laws with lefeience to such matters as the night laboi of women 
and childien, the maximum of 10 pei cent female employees m 
public and piivate offices, the Satuiday half-holiday, the weekly day 
of rest, the 40 houi week, the weekly maximum of 12 houis of over 
time woik, and the laboi of women and childien in general 
In 1941, it was repoited that the 48-lioui week was veiy common, 
along with mucli oveitime woik, no half-holidays, and no rest on 
Sundays By a fuither deaee of Januaiy 13, 1941, all peisons le 
gaidless of age oi sex woiking foi a state-conii oiled plant piodiicing 
War mateiials oi foi a pnvate plant mobilized foi the same puipose 
weie made subject to military jmisdiction The deciee piovided 
penalties of 6 months to 2 years impiisonment for absences fiom 
woik widiout leave in excess of five days, 2 to 5 yeais’ impiisonment 
for disoideily conduct, and espeaally foi staking a supeiior tech 
nical or administiative officei, and the deadi penalty in cases of 
industi lal obstructionism or sabotage ‘’f 
In Geimany, total wages at the bottom of the post-1929 depres 
Sion weie 36 pei cent beloiv the 1928 level and moie than 6,000,000 
workeis weie unemployed i® Tiom 1932 to 1936, dieie was a con 
siderable revival of economic activity undei National Socialism, but 
the workeis did not piospei gieady To be suie, aveiage eainmgs 
pei employed peison incieased fiom $336 75 to §37278 pei year 
duiing tins peiiod, but dns lesult was due to the woiking of longer 
horns, foi in this same peiiod the aveiage official taiiff late of pay 
for all skilled woikeis fell fiom 204 to 19 5 cents pei houi while 
diat for unskilled woikeis declined horn 16 1 to 13 cents per houi 
Wage rates in many cases weie set by the Laboi Trustees and up 
waid changes weie seldom permitted Woikers iveie foibidden to 
ask for higher wages and employeis could not offei them In Novem 
bei, 1936, the diastic price-stop deaee blocked wage rates, along 

^0 Foreign Commetce Weekly, March 29, 1941, p 529 
Foreign Coinmeice Weekly, March 15, 1941, p 442 
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witli other puces, at the levels then pjcvaihng. At tlie end of the 
last peacetime year, 1938, weekly cainnigs of Get man woikcrs weie 
31 pel cent abo%€ those which had pi e\ ailed at the lowest point of 
the depiession, but avciage houily cainmgs wcic only 14 pei cent 
above the depiession low =“ Money wages pet week wcie veiy low all 
tliiougli tins piewar period In 1936, the eainings of all full-time 
employed woikeis of the Laboi Fiont aveiaged §6 95 pet week, 
while the average cainmgs of all Geiman woikeis were §6 29 per 
week Even in Bcilm, tlie average cainmgs of all insuicd workmen 
amounted to only §8 16 pel week®* 

Apait fiom the mattei of wages, the situation of the German 
workers with lespect to working conditions was fanly favoiable in 
these piewar yeais Nominally, the eight-houi day was fairly com- 
mon in Geiman industry, though the aveiagc woik week in all 
industries incieased fiom 41 46 to 4704 hours fiom 1932 to 1938== 


Working conditions could not be made too unfavoiable foi the 
woikers, for the employers had to comply at least loughly with the 
rules and legulations of the Laboi Tiustees and weie subject to 
penalties at tlie hands of the Courts of Social Honoi if they tieatcd 
their woikers too badly Moreovei, the Beauty of Woik movement, 
sponsored by the Labor Fiont, sought to sccuie "happy, beautiful 
work places” foi the Geiman workers With funds fuimshed by the 
Labor Front and the employers, the Beauty of Work movement 
undertook such factory projects as redecoration and painting, ven- 
tilating and lighting systems, washrooms, dressing looms, toilets, 
public rooms, dining looms, leading rooms and libiaues, auditoii- 
urns, gymnasiums, community houses, kindeigartcns for workers’ 
children, swimming pools, athletic fields, playgiounds, gaidens, and 
flower beds On the othei hand, after 1935, all German workers re- 
ceiving less than 1000 maiks per month weie required to have work 
books as a necessaiy condition for employment Such work books 
contained rather full histones of the workeis. including such mat- 

employ- 

w' «y.ng, and ag..a.lnjl 

c were, m general, a means of increasing the effec- 

uveness of governmental control over the workers. 
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Aftei the beginning of 1938, conditions of empfoyment for Gei 
man woikeis changed foi the worse Conscription of laboi began in 
June, 1938 The head of the Employment Offices was given the 
power to consaipt all types of workeis (male or female, school stu- 
dents or aged persons, employers or oidmary woikeis, avil servants 
or business men) and put them to work for a peiiod of siv months 
01 less in any industiies and establishments wheie they were needed 
or inquire them to undeigo vocational tiaining Eaily in 1939, con 
SCI iption was extended to include aliens, and die period of service 
was extended indefinitely 

The faegmmng of war m Septembei, 1939, brought furthei legi 
mentation of labor M^oikeis were foi bidden to change then jobs 
unless they obtained official peimits and gave thiee months’ notice 
Wage lates were blocked at 1936 levels, holidays were suspended, 
and double pay for woiking oveitime or on holidays was eliminated 
Foimer lestiictions on horns of work foi men, on night woik for 
women, and on the employment of women and cluldien under 18 
■vears of age, were suspended Some of these developments were 
abandoned later on when they failed to have the desired effect of 
increasing production Holidays were testored and extra pay 
granted once mote for oveitime, night, holiday, and vacation woik 
Special bonuses weie gi anted for exceeding normal pioduction, ana 
some types of extra pay weie made exempt from the income tax 
The w'orking day svas limited to ten homs, or twelve with speaa 
permission, night work foi women and children ivas discontinue , 
and the working week for women and childien was limited to 
hours 

Real Wages and Standaids of Living There can be little 
that the real wages and standards of living of Italian woikeis an 
their families, though they had always been low, declined somew la 
under fascism In the period from 1926 through 1935, the 
per capita consumption amounted to 10 pei cent for ivheat, P^^ 
cent for meat, 15 pei cent for olive oil, 6 per cent for buttei an 
lard, 21 pei cent for sugar, and 11 per cent for fruits and vegeta e 
Sales of tobacco were off 20 pei cent, those of clothing and furni 
33 per cent, and so on The pet capita consumption of me^ 
only one-half that of France, that of milk one-third, and t a 
butter one-sixth The pooiest Italian people had 
and some of them got along on one miseiable meal per day o ^ 
and greens One-third of the rmal people lived m absolutely 
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habitable” living quaiters, shaiing then hovels or caves with domes- 
tic animals Hall of the Uiban dwellings wcie without running 
water, one-thnd of them had no latiincs, 95 pci cent of them had 
no baths, and oveiciowding was lampant®’ The total shoitagc of 
housing was estimated at 9 million looms, oi 220 looms per 1000 
people 

Even before the last few years of war oi active picpaiation foi 
wai, Italy was said to have the lowest leal wages of any countiy in 
Euiope, and the aveiage Italian diet had a lowci caloiific content 
than that of any othci countiy in Emopc eveept Poland Although 
3000 caloiies were considcied a minimum, the aveiagc Italian diet 
provided only 2853 caloiies daily, and the average Italian consumed 
less meat, butter, eggs, and sugai than the avci age consumer of any 
othei country®' Even a Fascist deputy, in an unguarded moment of 
parliamentary debate, declared "Our lation is pci haps the lowest 
in all Euiope " We cannot esumalc just how much Italian ical 
wages and standards of living weie lowered by Italian participation 
in World War II, but since the production of aimaments and war 
materials was emphasized and since the rations gi anted to consum- 
ers were ratlier steadily lowered, we can scaiccly doubt that the 
Italian woikers and their families made some fuither sacrifices 
There is some difference of opinion as to what happened to the 
real wages and standards of living of German workers and their 
families during the period before tlie beginning of World War 11 
Some official fascist agencies contended that there was some increase 
m real wages in this period, while others held that theie was an 
appreciable decline Accoiding to one outside source, the German 
national income increased by 33 billion marks between 1932 and 
1938, but only 3 billion maiks of this increase went to enlaige the 
consumption of the people, who themselves increased in number by 
3 4 millions'® Whatever the trend in real wages may have been, it 
IS certain that they could not have been very high on average money 
earnings which ran between 6 and 7 dollais per week, with the 
prices of many thing as high, or almost as high, as in the United 
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Moreover, the money earnings of Geiman woileis weie subject 
to many types of taxes and deductions, Accoiding to the Reich Sta 
tistical Office, unemployment insuiance contributions took 45 to 5 
pel cent of the ivoikeis’ gioss eainings, health insuiance and pen 
Sion contiibutions 5 to 5 5 pel cent, and wage and poll taxes 35 per 
cent*® When vaiious voluntaiy contiibutions were also deducted 
fiom w'ages, the total of taxes and othei deductions amounted to 
something like 22 to 226 pei cent fot oidinaiy Geiman woikers" 
And if one wondeis why the Geiman ivoikeis made laige voluntaiy 
contiibutions out of their low money eainings, the answer is that 
many Geiman woikers and even business officials lost their jobs for 
not making adequate "voluntary” contiibutions to the Winter 
Relief Fund oi othci causes sponsoied by the Party 
Before ’IVoiId Wai II, the average Geiman consumed only 68 per 
cent as much beef and veal, only 57 pei cent as much white bread, 
51 per cent as much sugai, 47 pet cent as many eggs, and 18 per cent 
as much mutton, as the aveiage Ameiican On the other hand, he 
ate 1% times as mucli cabbage, almost twice as many potatoes, more 
tlian four times as much lye biead, and 7% times as much m^ga 
line However, the real wages and standaids of living of the 
man woikeis and then families undoubtedly compaied favora y 
with those of Italian and Russian woikeis and their families After 
the war began in eainest, great saaifices weie required of the et 
man woikeis and their families, and real wages and standai s o 


living declined significantly 

Social Itisurance German and Italian w'orkers, oi those w m i ^ 
eligible, had all the common types of social insuiance covering ac^^ 
dents, sickness, unemployment, old age, and other matteis f^the 
cases, these types of social insuiance were not Jjjgtj 

fascist regimes, but represented merely a continuation o t' i 
existed pieviously The social insuiance systems were open w 
lar criticisms That is, many peisons weie excluded from 
tire types of insurance, the benefits leceived by the ^ 

pitifully inadequate, and the cost of die insurance was o 
great extent by the woikers themselves In Italy, at one 
5,000.000 woikers out of 8,500,000 had uint a 

the benefits ran fiom 6 25 to 18 75 cents pei day, an on 
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fouith of the unemployed leccived the benefits Old age and disa- 
bility pensions langed up to a mavimum of ?10 pci yeai In one 
yeai, e\pendituies foi social sci vices made up less than 1 pci cent of 
total goveinraental expenditures, and the social insuiancc funds in 
geneial paid out only a little moic than dO pci cent of then leceipts, 
with the icmainder being duet ted to a miinbei of othci pi ejects 
In Geimany, befoie die wai, pensions paid because of disability le- 
sulting from accidents amounted to 80 pci cent of all benefits paid 
undei the vaiious social insuiance schemes Thus thcic was many 
a slip between having a system of social insuiancc and actually 
receiving die benefits 

In connection widi social insmance, we should also mention the 
Opera ^\^azwnale Dopolavoio, oi National Lcisine Time Oiganiza- 
tion, in Italy, and its Geiman countcrpait, die Sticngth thiough Joy 
movement Millions of woi hers in both countiics belonged to these 
welfare oiganizations, whicli caiinM on a laige numbci of activities 
foi die benefit of the woiheis The best-hnown and most showy 
activity was the piovision of vacation tiips at very low cost foi the 
workers, but the oiganizations also earned on extensive athletic 


piograms, sponsored concerts, plays, opcias, vaudeville and moving 
picture perfoimances, art exhibits, touts of museums and ait gal- 
leries and other cultuial and lecieational events, and opeiatcd a 
program of adult education, giving instiuction and tiaining in a 
variety of subjects 

There can be little doubt that many of these activities were 
greatly enjoyed by die fascist workers, for they helped to make up 
for the woikers’ strictly contiolled existence and the flatness of their 
puises On the other hand, the woikers had almost no freedom of 
choice or conduct in the activities, and they weie the "beneficiaries” 
of a strong progiam of political education That is, plays, films, con- 
certs. operas, couises of training, and other activities weie all "co- 

Str n the Phdosophy The workers who partici- 

^ted in the activities usually had to be, oi piofess to be, true 

^hevers in fascism From the point of view of the ruling party the 
e fare organizations made suie that the workers were nf a^nolp as 
mui* as possible and were alone as hide as possible In this% the 

rialy P 165“^' P 83. W Ebeustetn, rasaU 
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workers were relieved of the temptation to do any independent 
thinking and weie kept from getting into mischief in their spare 
time The oiganizations were supposed to keep the woikeis reason 
a y rappy and contented, so that they would be easier to govern 
and moie pioductive in their woiL 

Unemployment, Since the basic means of production weie oivncd 
privately in Italy and the woikers had to depend on the owners for 
]o s, Italian woikers were far fiom suie of having employment in 
t e early years of fascism. Except in industnes controlled by the 
government, the business enteipiiseis like capitalistic employers else 
w lere employed labor when it appealed tliat piofits could be made 
and lefused to employ it when business conditions appeared unfav 
01 able Even in fairly piospeious times, considerable numbers of 
workeis were unable to find jobs, and the number of unemployed 
officially admitted i cached 20 per cent of the formei total number of 
wage workers at the bottom of the post-1929 depiession This esti 
mate of unemployment is considered to be well below the actual 
total, since unemployed female workers weie not included in the 
estimate and many jobless woikeis in the cities were sent back to 
then native villages where they could at least simulate being 
employed 

The Fascist reactions to the unemployment problem were, on the 
whole, capitalistic in character Hours of employment weie reduced 
in oidei.to share the work, women weie requiied to give up their 
jobs in Older that men might be employed, the introduction of 
further technological changes was restiicted, public works programs 
(averaging 2 billion lire per year from 1930 to 1936) were set m 
motion, and charity was dispensed by the Fasast Party and the 
syndical organizations After 1935, conditions of actual war or active 
preparation for war lesulted in tlie viitual elimination of the unem- 
ployment pioblera, except for the tempoiary unemployment uhich 
resulted as industnes were changed over from peacetime to irar- 
time pioduction However, it is obvious tliat there is notliing about 
full employment for war which is very beneficial for workers in 
general 

As we have seen, the number of unemployed peisons m Germany 
reached 6,000,000 at tlie worst of the post-1929 depiession, and the 
new fascist government, when it came into being, began a spint^ 
attack on die unemployment problem The devices used include 
the spreading of woik by reducing hours, the absorption of unem 
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ployed pel sons into the laboi sen ice and "hind yeai”, maiiiage 
loans and bonuses made on condition that the newly cieatcd wives 
did not resume employment, tax icmissions foi female domestic 
servants, giants to employeis to get them to employ woikcis ovei 
40 years of age with families instead of young workeis, the pio 
hibition of “multiple caimngs" within the family, icintroduction of 
compulsoiy mihtaiy seivice, tax concessions to employers to get 
them to repair or extend then factories and productive facilities in 
general, and an extensive piogram of public works Regular em- 
ployment incieascd from 12,730,000 to 14,540,000 in the peiiod 
fiom June, 1932 to December, 1934, and substitute employment 
increased fiom 180,000 to 610,000 

In later times, actne picp.iiation foi wai and finally wai itsell 
operated to eliminate the unemployment problem and to cieate a 
severe shortage of laboi In 1935, the Employment Office was given 
a complete monopoly ovei employment sen ice, vocational guid- 
ance, and the placing of apprentices By a senes of steps, woikers 
weie tied securely to their jobs IVnes of soldieis weie denied social 
insurance benefits if they weie available for work but refused to 
accept employment In 1937, women who received mairiage loans 
or grants were permitted to letum to employment In 1938, every 
young woman was required to spend a year in the compulsory laboi 
service before entering any oidinary occupation All Gciman 
women of working age, wheUiei mariied or unman led, were re- 
quired to fill out woik questionnaires in 1939, giving full details 
concerning their experience and capacities The inloimation gained 
in this way was used as the basis of a drive to foice women into 
employment 

Woikers who reached the letircment age after January, 1939, 
were not permitted to retire on old age pensions, and many workers 
'rl compelled to return to active employ- 

lon" 'e ruaiy, 1939, cnteipiiseis employing Jews weie no 

ImT >^ere urged to 

eTh where nccessaiy, as quickly as possible 

Even the prisons were opened in a dtive to find woikeni The Em- 

muoTced f '' 1 ^"''''^ compulsory laboi should be 

crime! or thM ‘h^ir 

were emnlovpd^"^'^^^ «£ tlieir terms of imprisonment The convicts 

ere employed primarily in quarnes, brick factories, mining, cable 
r ^ Sneez), The Stweture of the Nat, Economy, p 17 
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laying, forestry, power plants, soil-conservation projects, load build 
ing, and canning factories Employeis paid tlie got eminent 60 per 
cent of the normal wages in these tiades foi the convict labor, but 
were allowed to count the cost of the convicts’ upkeep and then 
guards against the 60 pei cent 

Vl^orkers tvere foiced fiom the handicraft tiades into industrial 
and business employments Only registeied master artisans weie 
allowed to continue to operate their handiaaft entei puses and, m 
1939, furthei deciees deprived many thousands of liandiaaftsmen 
of the right to operate their businesses These persons m over- 
crowded tiades (bakers, butdieis, haiidiesseis, tailors, andshoemak 
eis) had to seek employment in industiy Itineiant workers, such as 
hucksters, were made subject to heavy taxes and were deprived of 
die light to continue then businesses whenever it was thought that 
dieir labor would be moie useful in industry Extensive piograms 
for training new woikeis and for renaming old workers were cai- 
ried out The consciiption of laboi, stalling in June, 1938, was also 
intended to maease the labor supply available foi industry an 
business 

As of the spiing of 1939, shortly befoie the outbreak of wai, there 
were 34,269,000 workers of all kinds employed m the old Reich, an 
maease of 29 6 per cent since 1933 Of these woikeis, 41 5 pei ten 
were in industry, 27 3 pei cent in agiicultuie and foiestry, 17 2 pe' 
cent m tiade and service, 102 per cent in public employment, an^ 
3 8 per cent in household service" Howevei, even this large a o 
supply was inadetjuate to fill the needs of the economy By ® 
of 1941, the number of women workeis had inaeased by anon^ 
10 per cent, 2,139,553 foieign workers had found emploj-ment ^ 
Germany and about 1,500,000 vvai piisoneis had been set to 
Later the numbers of foieign woikers and war prisoneis 
in Germany were greatly increased On the whole, then, the ei 
economy under fascism became as neai lo a full-employment 
omy as any country can be Howevei, we may well won 
incieases in employment aie woith if they do not bring imp 
ments in standards of living and consumption 
PopilaUon Policy The fasast legimes in Germany and > 
eveiything m tlieir power to bung about a lapid giowt o 
tion This policy was in direct conflict with ihe mteiests o 
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Mdual fascist citi/ens as consume) s and seemed also to be m conflict 
with tlie fascist piogiam of economic self-suflicicncy An attempt to 
be economically self-sufficient is always likely to be latlici costly in 
teims of standaids of liting, but the buiden imposed by such a pio- 
giam IS likely to be smallei when it is earned on foi a lelativcly 
small population than when it is earned on for a i datively laige 
one The population of the fascist countiics was alicndy laige, and 
the piessuie of population on land and olhci lesouices teas used by 
the fascist leaders as a justification of then demands toi lenitoiial 
expansion Howevei, a laige population was eminently desii.ible lor 
military pui poses, and this consideiation outweighed all oiheis in 
connection witli the population poliq* 

The fascist population policy had many phases The governments 
tried to pievent the migiation of people liom the countiT' to the 
cities. Since population oidinanly glows moie rapidly in the lural 
areas The goveinment sought to repatiiate fascist citwcns who had 
emigrated in previous ycais and to leduce new cmigiation to a 
minimum The prog) am included pienntal care of inotheis, the 
combatting of infant diseases, the tiaining of motheis in proper 
methods of infant caie, and outnght provision for needy, abnoimal, 
oiphancd, oi abandoned cliildien 


Special honors weie confcticd on laige families, and especially 
then motheis Medals of non, silver oi gold weic picscntcd to 
mothers, according to wlicthei then children numbered 4 to 5, 
6 to 7, or 8 or more The entiie piopaganda madnne of the coun- 
tries glorified maternity Conspicuous achievements in fecundity 
won newspaper citations 01 radio bioadcasts Honoi caids permitted 
the mothers of laige families to iccene piompt attention m govern- 
mental or paity offices and to be waited on quickly m the stores 
On the negative side, seieie penalties awaited any peison who ciiti- 
cired marriage or mateinity, abortions were stuctly forbidden and 
subject to heavy penalties, birth-contiol clinics weie closed, and the 
use of conuaceptive devices was discouraged and their advcitise- 
ment and display forbidden Even local governments coopeiated by 
staging baby deibies” and by furnishing piemmms, medals, diplo- 
mas, cheap housing, flee oi cheap tianspoiution sei vices, low taxes, 
and low public utility lates to the more prolific families 

n attempting to ease the finanaal situation of the largei families, 
fascists provided tax i eductions and exemptions, higher wages 
and »1„.^ J scholar*, p, J te 
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childien of such families Bachelois weie lequaed to pay speaal 
taxes in 01 del to letain then single blessedness Lump-sum grants of 
cash and continuing monthly subsidies weie paid to tlie large fami 
lies Finally, loans weie made to newly man led couples These loans 
had to be repaid in full j£ the couples remained childless, but rsere 
cancelled in pait with the anival of each child 
It is difficult to evaluate the lesults of the fascist population 
policy In Italy the bath rate dea eased as much m fifteen 5 ears 
under fascism as in die pieceding fifty yeais, and the ratio of biiths 
to deaths deci eased In 1922, the birdi rate was 30 8 per thousand 
people, and the death late was 18 1, leaving an excess of biiths of 
12 7 In 1937, the latio was 229 to 14 2, with an excess of biitlis 
of 8 7 In other woids, the population continued to inacase but at 
a diminishing late In the absence of any gorcinmental poliq mtli 
icspect to population, howevei, die rate of population giowtli might 
have declined still more In Geimany, die excess of births oier 
deaths had fallen to 3 5 pel diousand of population m 1933 at ilic 
woist of the gieat depiession Fiom 1934 to the beginning of World 
IVai 11, the excess of biiths over deaths remained quite stable at 
7 1 01 7 2 pel diousand Howevei, this excess of birtlis 01 ei deaiiis 
was not large in compaiison with that of other countries, it showed 
no tendency to inciease aflei making one jump horn die depiession 
low, and die inaease might have occuried undei impioving cto 
noinic conditions even if no foimal population pohq’ had been 
instituted On the whole, few outside obseivers gave much cicdit 10 
die economic inducements, piopaganda, and public honois m con 
nection ividi population giowdi in die lascist countnes 

QUESTIONS 

1 “British iiorhers have made considerable gams in connection I'ld 
wages and hours undei paitial sotwhsin ” Do )OU agree’ 

2 "Have goveinniental contiols over the workers increased or dtcic. 

in Britain under partial socialism’ Explain . 

3 ‘Laboi unions continue to exist in Biiiam under P'*''*'* , 
but the importance of some of tlitii functions has diminisne 
whether you agree 

a»W G Tasciu Economic Policy, i> 183 vioti w' 

’T R Conltinjioiaiy Economic SyUimi Ncvi York Hcnri 

Compaii), 19)0, p 52G 
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12 


4 "The record of soci.ihst Biitjtn in connection with unemplojment 
has been \cry fasorable thus far” Do ym agiec? Evplain 
") Compare the social insurance system of Biitain with that which exists 
m the United Slates 

6 “Little pi ogress in rcgaid to ical wages and stnndnids of living svas 
made in Biitain m the first three ycais undci soaalism ” Show 
whether you agree 

7 "The former organisations of labor were qmcUy eliminated undet 
fascism, but new ones were soon put in their place " Discuss 

8 ‘The functions of fascist labor orgamrations sscre not the same as 
those of oidmary labor unions" Explain 

9 How' weie labor disputes settled in tlie fascist countries? Explain 
10 Hoiv were wages, hours, and working conditions determined in the 

f iscist countries? Explain 

‘Most cases decided by the laboi courts in the fascist countries re- 
sulted m victories lot labor " Discuss 

"■Ihe workers did not fare very well with respect to wages, houis, and 
working conditions under fascism” Show whether you .igrec 
13 "The real wages and st.ind.trds of living of the workcis and then 
families improved greatly under fascism" Do jou agree? Expl.am 
H ‘The criticisms directed at the fascist systems of social insurance 
weie similar to those which apply to the social insurance ssstems of 
some other countries" Show whether you agree 
13 Desenbe and evaluate the Opera Nahonale Doj)olavoio m Italy and 
the Strength through |oy movement in Ccimany 
^Vorkeis in the fascist countries were rchtisely sure of being able 
to find employment ” Show whether you agree 
"The results of the population policy m Gtiminy and Italy indicate 
bat It IS rather easy foi a dictatorial government to coniiol the 
growth of population ' Do you agree? Explain 
Trom the German ivorkers point of view, the Labor Tront Works’ 
Councils Labor Trustees and Courts of 
Social Honor were very poor substmnes for labor unions, collective 
bmgaimng. collective agreements, md sii.kcs" Show whether you 

3^!!! “'■f even the employers wcie 

Explain"^* ^ pleased with the hsast labor organirations and policies" 
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CHAPTER 19 


INTERN ATIOl^AL TRADE 


Inleinaiional Ttailc imdei Capitalism 

The Basis of Intel national Trade. As n’c Jiase seen in discussing 
economic piincijilcs in lelation to economic systems, the geneial 
piinciples oi economics in the field ol international trade are valid 
loi all types of economic systems Jn the fiist place, intei national 
trade depends upon dilleiences between countiies with legard w 
the pioductive factois whidi they possess Countiies dilTei withie- 
spect to the quantity and quality of land, mineral lesouices, timbM, 
and powei lesouices which they possess They have different c i 
mates and di/Tcient amounts of capital available foi assisting m tlw 
vaiious piocesses of pi eduction Then labor supplies diffei wit i 
lespect to quantity, quality, and naming Di/laences in the endoi' 
mciit of pioductive agents between countiies may be either abso u e 
01 compaiative fA'hen the diffeicnce is absolute, one countiy iw 
agents and facilities foi pioducing ceitain types ol economicgoo 
but anothei country lachs these agents and facilities altoge lei 
AVhen tlie dillcience is compaiative, both countries have the neces 
sary agents foi pioducing a ccitain economic good, but these aci 
ties can be used fot this purpose to much bettei advantage m 
one countiy than m the oihei U ned 

In a situation of absolute advantage, foi example, the 
States has excellent facilities foi pioducing autoroobito. 
certain Cential Ameiican countiies, besides being shoit o 
having the propei skill and training and peihaps fixed f States 
lack tlie necessaiy supplies of non and coal which the Unite 
has in abundance On die other hand, these Cential 
tiies can pioduce bananas oi coffee with the gicatcst 
these articles could be produced in the United States ^ 

gi catest difficulty, if at all In a situation of compaiative a 
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the United States has an abundance of land, laboi, and capital suit- 
able foi the pioducnon of such a commodity as flax and could prob- 
ably pioduce flax svith gieatci ph^wcal eflicicncy than the coumiits 
from which it normally inipoits tlie flax oi economic goods denied 
from It Howevei, the United States piodiices very little flax because 
the agents of production which could be used foi this purpose can 
also be used in many odiei fields of production in winch then 
marginal productivity is highei The agents of pioducUon suitable 
for flax raising in otliei counti les are certainly no better tlian those 
of the United States, and quite piobably are not so good, but tliey 
can be profitably used for flax taising because their othei opportuni- 
ties for highly pioductive and laluable employment are limited In 
this situation, ^e United States can profitably impoit flax, m spite 
of having great efficiency in its production, in oidcr to reserve its 
own agents of production foi otlier industries in which tlicir pro- 
ductive efficiency is still greatci than in flax raising 
Since differences in productive-factor endowments between coun- 
tries lead to differences in die efficiency with whidi various eco- 


nomic goods can be produced fiom one counti y to another, they 
also produce variations in the cost pei unit of producing .these 
goods and opportunities foi piofitablt tiadc between the coumi les 
In the absence of restrictions and inteiferences. each countiy tends 
to pioduce and expoit commodities whose production lequircs (1) 
large quantities of productive agents which are abundant and clicap 
in that countiy and (2) small amounts of productive agents which 
aie scaice and dear, while irapoitmg ai tides whose production le- 
quires (1) large amounts of agents of production which are scarce 
and costly in that countiy and (2) only small amounts of agents of 
production which are abundant and clieap It is not economically 
advisable for a country- to pioduce every type of economic good 
which can be produced theie In fact, it does not even pay a country 
^ poduce all types of economic goods which it can prLuce with 

mvinr A country can often gam by 

jnng up the production of artides which it can turn out only 
shgtly more effiaently tlian other countries in ordei to use the 
pioducuve apnts, which would othenvise be devoted to these pur- 
poses, in other lines of production in which the advantri in 
efficiency with lespect to othei countries are greater ^ 

Ifie formal pnnaple of economics whidi coveis this situation 
Wn as the Law of Comparative Advantage, state! ^t 
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toids to ex 1)01 1 those economic goods in the pioduction of which it 
has a compaiative advantage and to tmpoit those economic goods w 
the pioduction of which it has a compaiative disadvantage As tins 
pi maple implies, every country, whether its agents of production 
are plentiful and high grade oi the leveise, may secure an economic 
gam horn international trade Intel national tiade between tivo 
countries tends to make tlie puces of goods whicli are able to raoic 
between the countnes the same in both places, except foi costs of 
ti ansportation Theie is also a tendency (though less complete) 
towaid the equalization of the prices of the diffeient vaueties and 
glades of the pioductive agents in the two countries when they 
trade with eadi othei If geographical specialization and tlie equal 
ization of factor and commodity puces could be complete between 
coiwtues, all endowments of pioductive factors would be used ioi 
the most appiopnate purposes, and leal income and standards of 
living would be at a maximum in the trading counUies Each conn 
tiy would gain by receiving from othei countnes economic goods 
which could not be produced at all in that countiy oi which could 
be obtained moie cheaply from the othei countries The effect of 
the complete development of intei national uade would be to le 
move the disadvantages winch weie originally imposed on the lan 
ous countnes by the unequal distnbution of pioductive facilities 
among them Even with a paraal development of trade, this result 
IS achieved to some extent 


The gams fiom international tiade, although all trading countries 
sliaie in them, are not necessarily divided equally among the coim- 
tnes The extent of the gain realized by each country depends u]»n 
what has been called the play of leciprocal demand, oi, m ot ei 
words, the strength of the demand of one countiy for tlie economic 
goods whicli It impoits as compared with the strength of 
mands of other countries for the economic goods which the )S 
countiy exports If one country needs its imports from a 
countiy very badly and cannot get along without them, win e 
second country does not care mndi about the goods obtained lo^^ 
the first countiy or could just as well get them fiom some oti 
place, the teims of trade will be lelatively unfavorable to tie 
countiy Both countnes will gam from the trade, but the grea 


shaie of the gam will go to the second country 

Actual conditions m international pioduction and tiade are 
complicated than those assumed in the theoiy of tiade Tie ag 
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at pioducuon aie not so thoioughly disiiiblc as the thcoj)' assumes, 
the) aie not completely mobile seiihin nations noi completely infi* 
mobile between nations, the prices of rmisbcd goods aie not always 
determined undci competitive conditions, noi aie all units of pio 
diictise agents always icwaidcd accoiding to then maigin.il pioduc* 
tiMty Neierthelcss theic is a gam to be dciivcd fiom intcin.iiion.il 
tiade undei actual conditions, and it is a gain of the sort indicated 
by om discussion abosc Hosscsci, the L.iw of Compar.itivc Advan- 
tage docs not suggest that cacli coimtiy h.is to icccivc a gain fiom 
mteinational trade, wlictlici oi not it nants to icccivc a gam If .i 
country wishes to foicgo all oi any gams from mteinational unde. 
It IS ijmtc free to do so It can attempt to cut iiucinatiou.il trade 
down to a mere tucklc, or c\cn eliminate it cntncl) m the intcicsts 
of national self-sufficiency The Law of Compaiativc Advaiiugc docs 
not imply that national economic self sufficiency is impossible It 
meicly suggests that any country which becomes cconomic.illy self- 
sufficient w’lll do so .It tile cost of having a sund.ud of living lowci 
than that which could be ic.adily seem eel on the basis of interna- 
tional spccialiratioii and trade 

Anothet pnnaple of mteinational trade is found in the state- 
ment that the impoi ts of a coiinti y must ctjnal its espoi ts ovci any 
considerable period of time This piinciplc, unlike the Law of Com 
paiativc Advantage, is not one w’hich .1 country can disicgaid if it 
svishes Unless a country svill impoii, u cannot continue to export 
in the long nin except by gnmg its goods .uvay to othci coimtiies 
In similai fashion, if .i counliy cannot find maikcts foi us evpoits, 
It will be unable to sccuie the \ohime of nnpoits which u dcsii cs m 
the long run As a temporary expedient, impoits can be paid foi 
with gold 01 exports can be sold by extending crcdiu to othci coim- 
tiies, but international trade is fundamentally barter in the long 


Restnettons on InlenmUonal Trade It would not be very con- 
sistent for an economy to maintain a policy- of laissez-f.nre with le- 
gard to domestic production, trade, .md othci economic affairs and 
at the same time to regulate and mterfeic with international trade 
gie,it extent For this ie.ison a capitalistic economy, m stnet 
theoY, should be a free-ti.ide economy However, some groups ol 

hed themsehes or aie trying to establish thcmsches m the ccon 
y, usually feel that their economic interests would suffer under 
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a policy ot free trade And these gtoups aie moie aiticulatc than the 
gieat masses of consumeis whose standaids of living would be ma\i 
mized by the free inteichange of goods in inteinational trade 
Again, the people oi die govemment of a capitalistic economy ran 
decide that the interests of the nation as a political unit letjnirea 
policy of lestrictionism with lespect to international tiade, in Older 
that the nation may be economically independent of otliei nations 
in times of war If these reasons do not suffice, many otheis can be 
biouglit forward in support of goveinmental interference with the 
normal course of international tiade As a lesult, most capitalistic 
economies, whatever then policies with lespect to domestic eco 
nomic affaiis, have inteifered strenuously and continuously vitb 


international trade 

The devices used foi this pui pose are ivell known and we s u 
only mention some of them biiefly Historically, the most impot 
tant device has been the piotective taii/f, under which various 
ai tides produced abroad are made dutiable at lates designtd 
exclude these pioducts, so that the home maiket is left hec 
exploitation by domestic enteiprises tinning out the same types o 
goods If, foi example, a ceitain article can be obtained from 'ni! 
land at a price of 75 cents per unit (including tianspoitation cos s^ 
but cannot be produced m this countiy foi less than SI 
duty of, say, 50 cents per unit is levied on tins aiticlc 
wants will be satisfied by pioducts made at home, if satisfiCT 
When similai duties of varying amounts are applied to 
thousands of articles, the lesiilt is a protective tniilT u 
goods may continue to be impoited despite the duties " ’"j 
applied to them, the pmpose of tlie piotective taiiff is ceary 


exclusion of foreign goods 

Sometimes the same result is achieved bv paying 
mestic produceis, which make it possible foi them to se t lei 
at puces belotv full costs of production Such loiv ^ 

domestic goods make it difficult foi foicign piocluceis “ I'” ^ ^ 
die domestic mai ket, and lelativelv easy foi the ^ 

to sell in foieign markets, odiei things being equal It ' ^ 

sible to piotect domestic pioduceis by means of sanitaiy » o ^ 
applied to imported food pioducts vetennaiv laws. ‘ ,,p,r 

quinng that imported goods hcai a distinrtue maik imi • 
country of origin, and legulafions goseining the gran i 
contracts, svhich lequiie dial domestic matciials must 
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nake it nccessaij toi m.iteuals to conic up to certain specifications 
which foieign tnatcuals can liardK meet In modem times, intei na- 
tional tiade IS otten icstiicted by means of impoit quotas, or Ians 
and deciecs whicli limit (by value quantity, oi svciglu) the impoits 
of ceitain articles that may cntei a couniiy within a specified penod 
of time Imjioits oi cvpous of vaiioiis ai tides may be fot bidden 
unless the got eminent giants licenses oi peimits coveting the spe- 
cific transactions The government of an ctonoin) inaj also contiol 
impoits and exports by conti oiling foicign-cxchangc Uansactions 
Undei one common tjpe of fotcign-exchangc contiol, the govein- 
ment icquiies all cxpoiteis to sell all foieign-exdiange bills to a 
cential authority, which in tiiin sells foicign exchange to impoitcis 
foi the impoitation of desitcd goods Oihei exchange devices, such 
as dealing agi cements or payments agreements between countites, 
ma) be used to control the volume and content of mtcmalional 
tiadc 

The International Trade of the United States The United States, 
like most other capitalistic countiies. has followed a policy of rc- 
stuctionism with lespect to international tindc foi many yeais, de- 
pending primal ily upon the piotective tariff foi this pm pose Foi 
ovei a century and a {[iiarter, the United States has maintained a 


protective tariff at vaiying levels, and in leccnt yeais this countiy 
has been an acknowledged leadci of the restuctiomst movement 
What oui pohc)’ of rcsti ictionism has cost us cannot be estimated 
ivith an) accuiacy However, the cost has been expeiienccd in m.iny 
foi ms, including lower standaids of living foi consumeis, the devo 
tioii of pioductne agents to the production of protected ai tides 
II Inch could be obtained more advantageously from abroad, instead 
of using these factors in oui expoit industnes whcie they would be 
moie productive, the aeation of international ill-will, and the 
default of many countiies on tlieii financial obligations to us 
because of their inability to export While there have been some 
oHsettmg gams, they have gone foi the most pait to relatively small 
gioups of people, and especially to the owners of the piotected 
industries, rather than to the people as a whole 
The international trade of the United States has had Us ups and 
aouns. but u has remained very small m comparison with the total 
omestic trade and m comparison with the volume of 
itemational tiade which might have been achieved m the absence 
e policy of lestnctionism In 1920, undei the influence of post- 
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war conditions and the extension of 3aige amounts of credit to oiliei 
countiies, oui commodity exports reached §8,228,016,000 and our 
commodity irapoits $5,278,481,000 Our inteinational trade uas 
quite well maintained ovei die next several years, and in 1929 uc 
still had exports of §5,240,995,000 and imports of §4,399,561,000 In 
the post-1929 depiession, howevei, our exports fell to §1,611,016,000 
and oui impoits to §1,322,774,000 in 1932^ In die yeais aftei 1932, 
in spite of the lecovety of domestic pioduction and trade and the 
adoption of a more lenient policy toward international trade undo 
the Reciprocal Trade Agreements program, the international (inde 
of the United States expanded i datively slowly until World ll’ai 
II broke out in 1939 

The general policy of lestuctionism with lespect to inteinational 
tiade has teiy little economic justification We cannot pause w 
examine and evaluate die aiguments which are advanced in ia'ot 
ol restiictionism, but piactically all of diem aie wholly or partly m 
valid flora the economic point of view About die only argument 
of any standing holds Uiat lestiictionism is necessaiy to tire national 
piepaiedness and defense of the countiy Accoiding to this notion 
we should produce as many essential articles as possible within tte 
country without too much regard foi cost so diat we cannot be cut 
off fiom oui sources of supply in wartime To attain nationa 
security is moie inipoitant than to msuie that oui producu'c 
lesouices will be used most effectively oi that the greatest possiic 
sum total of commodities and services will be ptoduced But eicn 
this aigument is open to some qualification Restnctionism, as * 
naiiow nationalistic policy, is a veiy piolific source of inteination ^ 
ill feeling and friction Moieovei, w'hile it may be granted that i i 
a very serious matter when oui soui ces of supply of inipoi tant 
terials ate cut off in time of wai, we must lecogniae that, if 
cooperated with each othei and weie gieatJy dependent upou n 
another on the basis of freedom of trade, the likelihood o 
would be lessened to a maiked degree 

In spite of the policy of lestiictionism with respect to 
tional tiade, the United States has not sought to become econo 
cally self-sufficient in the past Instead, we have depended 
other countiies foi all or part of our supplies of many 
goods, which have included lubber, tin, silk, manganese, 
chromite, tungsten, potash, antimony, meicuiy, tea, spices 

iStalislical AbsDttct oj the Vnileil Slates, 1039, p 4BS 
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hides, ]ute, hemp, sisal, quinine, iodine, and many othei pioducts 
Oui dependence on olhei countiics foi supplies of \ital niateiials 
' became greatly embairassing to us afici oui ciiti) into Woild Wai 
II when many of om most inipoitant sources ol suppl) wcie an off 
After tlie war began, theic was a gicat inac.isc in the cMcnt to 
which the intcinational tiadc of the United States was coniiolled by 
the lederal go\einment Even befoie this count! y cnteicd the war, 
the goicinmcnt set out to accumulate slock piles of cei tain stiaicgic 
and critical mateiials and entered into agreements with vaiious 
Latin Ameiican countiics for the puicliasc of all then available 
supplies of such materials Moieover, aftci Deccmbei 27, 1941, the 
government assumed complete contiol over the inipoits of a nuinbei 
of mateiials, and these things could be mipoitcd only by some gov- 
einmenial agency 

Oui foieign tiade was affected also by the "fleering” of foieign 
assets The freezing process was based on an E\ecuti\e Oidci ad- 
ministeicd by the Federal Reseivc Banks and the Tieasuiy Dcpait- 
ment, and it piohibitcd all tiaiisactions within tlie juiisdiction of 
the United States in whidi the countiy (oi us nationals) to which 
the oidei applied had any interest, aftei a stipulated date The 
fieczmg pioccss, fiisi used in April, 1910, was cvtcncled to country 
aitei country as Geiman conquests continued, to Get many and 
Italy themselves in June, 1941, and to Japan in July, 1011 Natui- 
ally, all imports and c\poits between the United States and any 
coimtr)' whose assets had been frozen weie automatically pio- 
hibited, unless out goveinment saw fit to issue licenses loi specific 
transactions This was also tiue ol tiansactions between countiies 
with frozen assets and any thud country, if the tiansactions wcie 
to be financed by means ol foieign a edits held in the United States 
The freezing orders as such weie not applied to Latin zVmeiican 
countries, but something of the same effect was pioduced by the 
piomulgation in July, 1941, of tlie Pioclaimed List of Ccitain 
Blocked Nationals This list contained the names of persons and 
films believed to be nationals of oi sympathizeis with the Axis 
countiies, and located in countnes of the western hemisphere Our 
government loibade all business and financial tiansactions between 
citizens and residents of the United States and listed peisons oi 
films, unless specifically permitted by licenses issued by the Treasury 
Department The United States had considerable coopeiation from 
Latin Ameiican countiics in cairying out this policy, which was 
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aimed quite definitely at depiiving the Axis potvcis of any economic 
adtantages they piCMously dciived fiom entei puses, investments, 
and business connections in Latin Ameiica 

The expoits of the United States weie also subjected to diiect 
control dining the tsar peiiod In July, 19-10, the National Dclense 
Act proMded for a geneial system of expoit contiol by means of 
licenses This expoit contiol system tvas oiigmally intended to apply 
to essential law mateiials, machine tools, ceitain clieraicals, arms, 
ammunition, and wai goods in geneial Howevei, the list was in- 
creased lapidly, and soon scarcely anything included in oui normal 
list of exports could be exported nitliout a fedeiai license The 
expoit contiol system pi evented othei countries from buying heie 
raw niateiials and goods whidi weie needed in oui wai piogiam, 
but pel muted us to send all kinds of goods to countues of the 
westein hemisphere ivhich were collaboi ating with the United States 
in hei ivar piogiaiii Even befoie oui entry into the war, export 
contiol enabled us to inteifeie with and hampei the wai activities 
of the Axis nations 

Finally, the leiid-Ieasc policy of the United States had an inipoi 
tant effect on oui tiade This policy- was pio\idcd foi m the Act to 
Piomote the Defense of tlie United States, whicli nas passed in 
Maich, 1941 This Act authoiircd die Picsidciit to sell, tiansfei title 
to, lease, lend, oi othei wise dispose of vaiious defense goods to othei 
countues whose defense was deemed vital to the safety of the 
United States The Act specified that lend-leasc aid could be given 
undei any teinis and conditions which wcie satisfactory to the 
Piesident, and that the resulting benefit could be payment in kind 
oi piopeity, oi any othei diiect oi indiiect benefit which the Piesi- 
dent deemed satisfactoiy Flora Maich 11, 1941, to August 31, 
1946, leiid-lease aid to oui allies amounted to ovei 50^ billion dol- 
lais and leveise lend-lcase, oi conliibutions of the allied nations 
to the United States, amounted to about billion dollais - 

Cleaily, tlie vaiious governmental contiols just dcsciibed did not 
all make foi a decline in the total volume of out international 
tiade Some policies such as tlie lend-lease piogiam and the oveiall 
puichasing agieements foi stiategic and ciitical mateiials, tended 
to inaease tiade As a lesult, the total volume of tlie intei national 
tiade of the United States, in teims of meichaiidise, ina eased fiom 
55,495,000,000 in 1939, to 518.178.000,000 in 1944 The expanding 

2 Tht Chicaqo Tubune, Noiembci 18, 1*116 
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total tiadc in this pciiod was laigcly the icsiilt o[ shaipl) inci cas- 
ing CNpotts and lend-leasc goods pl«iycd a vevy importatit pait in 
total exports In 1914, loi example, expoils iieic §14,259,000,000 
and imports only §^,919,000,000, nhile Icnd-lcasc expoits amounted 
to $11,305,000,000 ■' Aftei 1941, the lolume ol international trade 
Tell off considciably, though it still icniaincd vciy high when judged 
b) piewar standaids Beginning in 1918, the Maishall Plan, a kind 
oE peacetime \crsion ot lend-lcasc, was expected to bung about an 
inaease in “trade” once more 


l7iteina(wnal Ttnde undei Sociahs77i 
and Commnntsm 

Trading Policy The Law o£ Comparative Ad\ aniagc w ould apply 
as well to a socialistic economy as to any other, but it does not fol- 
low that a socialistic economy would be committed to a policy ot 
complete free trade All the important domestic economic affaiis ol 
such a system would be conducted on a basis of economic planning, 
and uncontrolled irapoits, exports, cindintcrnation.il finiiiicial tians- 
actious might have a most disrupting influence on the planned 
operation of die domestic economy The pi obablc policy foi social- 
ism IS therefore neither complete free trade not complete icstnclion- 
15111, but rather planned trade, and all impoi ts and exports would 
he considered in their iclalionship to planned results at home On 
the other hand, it would be expected that a socialistic economy 
would plan to impoit some goods which could be obtcuncd horn 
oihei countries more cheaply than by domestic production, and 
expoit other goods with lespcct to which this iclationship was 
leiersetl 

In deciding on the i dative cheapness of impoucd and domestic 
pioducts, a socialistic economy would be probably somewhat handi- 
capped by the rather arbitrary charactci of the costs of produc- 
tion allocated and assigned to the various goods pioduccd at home, 
hut It could take a genuine long-run point ot view in making its 
decisions and would not be influenced by temporaiy considei ations 
of piofit Ol advantage Thus, it might refuse to accept imports ot 
goods which weie temporarily being dumped by other countries 
(that is, goods which were being sold to the soaalistic country at 
puces lower than those prevailing for the same goods in the country 

•‘Sun.cy of Cvrient Business, Tebluiry, 1947, p 42 
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of origin), unless such imports could be accepted without upsetting 
conditions at home In deciding on imports and expoits, a socialistic 
economy would attempt to take social costs, as well as money 
costs, into consideiation That is. in deciding to give up a particulai 
industry at home and obtain its products by impoitation, the leadeis 
would consider the pioblem of letraming the skilled labor formeily 
used in that industiy and the benefits involved in getting iid of any 
bad effects which that industiy had on us woikeis or which its soot, 
grime, and smoke had on the health of the citizens, oi on then 
laundry and house-painting expenses 

National Economic Self-Sufficiency Theie is nothing about the 
piogram of ideal socialism to indicate that a socialistic economy 
would necessaiily follow a policy of national economic self-suf- 
ficiency If It irae decided that ceitain commodities could be pio- 
duced at home moie cheaply than they could be imported in the 
long run, even though it weie tempoiaiily clieapei to impoit them, 
a socialistic economy probably rvould not hesitate to piotect its "in- 
fant industiies by any necessary means Again, if a socialistic 
economy found it necessaiy to opeiate as best it could in the midst 
of a generally hostile woi Id, it might hesitate to depend too heavily 
on unfriendly countnes for supplies of vital commodities and might 
undeitake to pioduce such goods at home, even under relatively un- 
favoiable cost conditions, in oidei to be economically independent 
However, in a world composed of friendly socialistic economies, it 
would not be surpiismg if each economy relied on international 
trade to something like the extent implied as desirable by the Law 
of Compai ative Advantage 

The Trading Mechantim In oidei to insulate the domestic so- 
cialistic economy from unplanned and undesiied international in- 
fluences to as great an extent as possible, all international trading 
would probably be done by a governmental monopoly created foi 
the purpose Individual enterpiiscs and industries could dispose of 
tlieir pioducts abroad only through and with the approval of this 
goveinmental agency, and the same procedure would apply to tJie 
impoitation of goods desired by the consumeis The trading agency 
would woik in close cooperation with the general agency for eco- 
nomic planning, and it would be expected to consider the general 
welfare rather than the piiv.ite desnes of individual citizens in 
making decisions with regaid to impoiting and expoiting On 
occasion, the trading agency might decide to export quantities of 
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goods, which iseic badly needed by domestic consumeis, in oidei 
to be able to imiioit new machines oi mateiials winch weie 
even moie nccessaiy horn the point of mcw of the economy as a 
whole In fact, the trading agency could disiegaid the costs of 
duction at which its e^poits had been piodticcd at home and sell 
the goods abioad at any puces which wcie not so low as to urn 
afoul ol the anti dumping icgulations of othei counUies, in oidei to 
be able to purchase dcsiied impoits And it could pay almost any 
neccssai y pi ice foi such imports 

Furihci insulation of the domestic economy against intci national 
influences would piobably be achieved by using sepaiatc cuncncies 
for domestic and intei national uansactions, making any nccessaiy 
conveisions between the two cunenaes to meet the needs of tiascl- 
ers and pusons desinng to make appiosed indnidual remittances 
between countnes Thus, cithci the iiading agency oi the cential 
bank would base a complete monopoly of foieign-eschange lians- 
actions, and the value of the cuncncy to be used loi intci national 
pin poses could be dctei mined laigcly on the basis of expediency 
Shoit-ieim movements of capital funds, as nccessaiy for the financ- 
ing of trade, would also be conttollcd by the govcinmcnt, but thcie 
IS some doubt as to whethci long-term capital movements would be 
peimitted In theory, it would be advantageous for a soci.ilistic 
economy to borrow abroad until the aibitiaiy internal latc of intci- 
est had to be dropped to the level pi evading in other countucs, or 
to lend until the planners found it nccessaiy to laise the internal 
rate of interest to the level prevailing abroad However, foreign 
boi rowing would make the socialistic economy somewhat dependent 
Upon other countnes for economic goods, and foieign lending or in- 
vestments would make the socialistic nation (according to the so- 
aalisi point of view) into an indirect exploiter of the woikeis of 
other countries, so these long-teim capital tiansactions might be 
avoided altogethei 

Foreign Trade under Communism The thcoiy of communism 
makes no apparent provision for intei national tiade It is difficult to 
see ]ust how importing and expoiting could be cairied on between a 
communistic economy winch operated without prices oi money 
costs and anothei economy which operated on the basis of money 
puces and costs Moreover, the presumed absence of government 
under full communism seems to piedude the possibility of tiading 
through a governmental monopoly Goods might be exchanged be- 
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tween two or more communistic economies on a basis of dnect 
barter, but such trade would be lather difficult to arrange On the 
whole, then, the prospects for international trade under commun- 
ism do not seem bright 

The 1 7ile‘> national Tiade of Soviet Russia 

The Trading Mechanism. Since eaily 1918, inteinational tiade has 
been monopolized by the federal government of Russia, and tins 
tiade monopoly is now piovided for by Article 14 of the fedeial 
constitution A special Ministiy of Foieign Trade, created for the 
puipose, has general responsibility foi all impoit and e\poit trans- 
actions Neither piivate individuals nor governmental enteipiises 
may enter into international tiansactions except through this Min- 
istry and Its agencies The Ministry foimulates the economic plans 
for foreign trade, which must be dosely con elated with the geneial 
economic plans of the country, and sees that they are earned out 
through Its branches, its tiade missions to vaiious countiies, and its 
expoit and impoit corporations which specialize in particulai types 
of goods 

The Ministi) administers the customs laws and piovides foi the 
tiansportation ol merchandise by sea in ships which it owns oi hues 
It also controls the pi ices of impoit and expoit commodities In the 
case of exports, its control is complete, and the puces at which it 
sells goods in foreign markets may not be neai ly the same as tliose 
that are paid to Russian enterpiises and produceis for the goods 
In the case of imports, the Ministiy cannot contiol completely the 
prices at which it purchases goods in foieign markets, but it does 
contiol the puces of imported goods within the Russian economy 

Thiough the state monopoly of foieign tiade, Soviet Russia main- 
tains strict and detailed control ovei impoits and expoits, obtains 
complete protection against the competition of other countries and 
against the possible upsetting influence of world maiket prices on 
the Russian domestic market, and is able to use its trade with other 
countries to puisue political and social ends as well as purely 
economic ones Again, the state monopoly eliminates the need loi 
the Russian intemal currency to be linked to the foieign cuiiency 
T he Russian ruble, as used in domestic tiade, is not officially quoted 
m foieign markets, and fluctuations in the internal purchasing 
powei of the nible are not represented accuiaiely by the official 
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rale o£ e\changc In establishing and numtaiiimg an aitificuil value 
foi the luble £oi purposes ol international transactions, the go\ein- 
ment piohibited tlie impoit and c\poit of the lubles used ■within 
the couniiy and the exchange of such rubles foi foieign cuuency 
The Development of Ritsstan Tiade In 1913, the total volume ol 
Russia’s trade with othei countiies amounted to 12 6 billion lubles, 
Ol about 3 8 pei cent of total woiltl tiade Expoits amounted to 
about 6 per cent of domestic pioduction, and impoits to about 7 pei 
cent The exports included piimaiily giain, lumbci, flax, hides, and 
otliei raw oi paitly processed goods, while impoits consisted ol 
finished manufactuied goods, machinery and tedinical equipment, 
and industrial mate! lals Aftci the revolution, Russian foieign tiade 
virtually collapsed and in 1919-20 was running at about one- 
eightietli of piewai levels In 1922, foreign tiade began to levnc 
and It reached its highest level under the Soviet legimc to date in 
1930, in the middle of the Fust Fivc-Yeai Plan In that ycai, expoits 
amounted to 4 5 billion rubles and imports to 4 6 billion rubles, 
while the total volume of trade was at 73 pci cent of that which had 
prevailed before Woild War I ‘ 

Under the First Five-Year Plan, Russian foieign tiade leached a 
fairly large volume because of the great program of industi laliration 
which Russia was undei taking Her needs foi machineiy, pietision 
instruments, other industiial equipment, and ccitain industrial lan 
materials were great, and she proceeded to satisfy them by any 
means which lay ready to hand Russian expoits weie based almost 
entirely on the desiie to acquiie foreign put chasing powei, and any 
goods were exported which piomised to have a leady sale in foreign 
markets, regardless of whether domestic supplies of these goods weie 
relatively adequate oi inadequate Gram production was at low ebb 
in these years and neai famine conditions pi evaded in some yeais, 
but Russian giam exports averaged 453 million rubles annually 
from 1929 to 1932 The pioduction of cotton textiles even by 1932 
amounted to only a little ovei one-half the planned output, but ex- 
poits of cotton textiles averaged 204 million lubles annually from 
1929 to 1932 5 

Since tlie Russian economy needed greatly to expoi t, but it found 
that the exporteis of othei countries were rathei fiimly entienched 

* These sntistics are from A Yugow, Russia’s economic I tout foi TVoi and 
t eace, pp gs iflO 
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in wol Id mai kcts and that many Russian goods could not yet com- 
pete with those ol othei countiies on the basis of quality, theie 
seemed to be no alteinative except to seciiie foieign maikets by 
charging exucmely low puces foi Russian expoits The puces 
charged were not only low in i elation to those pi evading in woild 
markets but were frequently below cost of pioduction in Russia In 
fact, one aitic alleges that it was consideied a bulhant accomplish- 
ment to obtain puces loi expoits of Russian cotton textiles which 
ivoukl covei 20 to 25 pei cent of the costs of the enterprises ivhich 
pioduced tile goods, and tliat mote commonly the puce would covei 
only about 15 pei cent of the costs” This “dumping” of Russian 
jjioducts in ioieign maikets caused a gieat deal of mitation in 
otliei countiies The foieign exchange acquiied by exportation was 
used to pill chase the laiious materials necessaiy foi lapid indus- 
tiiali/ation In spite of gieat domestic shoitages of consumeis’ goods 
of all kinds, impoits of these goods made up only 10 2 per cent of all 
iinpoi ts fiom 1929 to 1932, while 89 8 pci rent consisted of goods foi 
use in industiy ’’ 

Dining the Second Fi\c-Yeai Plan, 1933-37, Russia became able 
to supply moie of hei oun needs foi industrial mateiials and equip 
ment, and she reduced gicatly oi even discontinued impoits of, foi 
example automobiles, tiactois, electiical equipment, agiicultural 
machinen, machine tools, non and steel, cotton, wool, and papei 
With the picssure to impoit somewhat lessened, Russia seems to 
have followed a deliberate policy of holding down the total volume 
of foieign tiade The announced policy is to limit expoits to “stii- 
plus piodiicts of the national economy,” and to lestrict impoits to 
whatevci level is leached by expoits In 1938, the total volume of 
foreign tiade amounted to only 23 9 pei cent of that wliicli had 
pievailed befoie world Wai I® Howevei, the composition of Rus- 
sian impoits had not changed gieatly by 1938 While impoits were 
very low, they still consisted largely (87 9 per cent) of goods foi use 
in industiy lather than of consumeis' goods On the othei hand, the 
composition of Russian expoits had changed greatly since the be- 
ginning of the First Five-Yeai Plan and since the years befoie the 
'tVorld Wai I In the period 1909-13, agncultuial products made 
up 70 6 pel cent of Russian exports, and industrial pioducts only 


OF Utley, The D> ram Il'e/oil, p 2*l-f 
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294 pci ccnl Indu&Uial goods e\poucd in icl.ilion to total cv 
polls macased to 41 3 pci cent in the jici lod fiom 1922 to 1927, (il 3 
pci cent in the pciiod hoin 1929 to 1933, and 72 8 pci ctni in the 
pcuod fiom 1933 to 1937, -while agiiciiliuial c\poils tell to 58 7, 
38 7, and 27 2 pci cent of the total in the same ilnte pcuods ‘ 
Rtisstan Tiatlc in the IV«i and VosUvai Pci tods When W^oiltl 
War II bloke out, Russia began to pinehasc and stock-pile huge 
quantities of a nuinhei of inateiials Mhieli would he iiuhsjiensablc 
if she became nuohed in the conlhcl Vftei being attacked hj Citi- 
man\, Russia had icit little foieign tiadc m the oulinat) (oiiiniei- 
cial sense of the tciin, but she iceeised laigc quantities of goods 
fiom her allies and was able to ftiinish them with inoie limited 
ainouius of commodities and sei vices in ictin n Russia leeeised o\ei 
11 billion dollais’ woitli of aid fiom the United Si.ites, imdci the 
lend lease pi ogram, fioin 1911 thioiigh 191() 

In the first three ycais aftei the end of the wai, Sosiet Riissi.i 
was appaiently liying to get as much economic assistance as jusssible 
from other countiics while cxpoiting the minimum amount ol its 
domestic icsouices llic e\poits which hate been mule on a coin- 
metcial basis hate consisted laigcly of law inateiials such as eotlon, 
wool, iiav, fuis and skins, and coal Othei c\poiis, including espe- 
eiallj foods, have been sent on a political basis to such aicas as 
Geiinany, Austria, Czechoslovakia, Ruimmia, and lumce in the 
hopeol adding to the picstige and stiength ol the Communist Paity 
m these lands Russian e\poiis, on the whole, have not been git,it 
enough to finance the impoitation of dcsiied solumes of eoiiiinodi- 
ties, and Russia has been anxious to sctui c foi cign ciedm to finanee 
her puichascs abroad A long-teim acdit of 5250,000,000 payable in 
thirty years svith intcicst at 2% pci cent was obtained fiom the 
United States to permit Russia to buy lend-lease goods which wcie 
m the pipeline” (m process of manufaciuie oi in Uansit) when 
lend-lease opeiations came to an end, and additional loans have 
been secured from other cou nines 
Soviet Russia has also acquired laige quantities of goods horn 
other countries by means of “non-commcicial” methods The Rus- 
sian army m occupied lands has lived off the countiy, seizing the 
commodities it has needed In addition, Russia has stiijjped occu- 
pied territories of industiial and agncultuial machineiy, raihoad 
comotives and cars, livestock, and other items These acquisitions 

“t6id,p 103 
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have been justified as lepiesentmg the restitution of mopeity taken 
horn Russia during the war. as wai booty to whicli Russia was en- 
titled by right of conquest. oi as lepaiations granted to Russia 
iindei the Potsdam Agieeraent 

Finally. Russia has obtained laige quantities of goods fiom othei 
countnes tinough her owneiship of enterprises and assets lemaining 
in these areas Foimer Geinian assets in Rumania, Hungaiy, and 
Finland have been used as capital foi investment in new joint 
Soviet-Rumanian, Soviet-Hungauan, and Soviet-Finnish entei puses 
Although paitly owned by the othei counuies, the enteipiises aie 
managed by Russian citizens who see to it that their output is thor- 
oughly coordinated with the economic plans for the Russian do- 
incstic economy In the Soviet zone of Geimany the output oi 
nunieious entei prises seized by the Russians goes entirely to meet 
the needs of the Russian planned econom) In combination with 
othei concessions gi anted by seveial countries, these developments 
give Russia the lion s share of the goods sent out of many of the 
countnes of eastern Europe 

In trading with other countries since the wai, Russia has favoied 
the development of bilateral agi cements which commonly provide 
that Russia s exports to and imports fiom the other countnes shall 
be equal in value in each year oi othei specified peiiod of time 
Bilateial agreements have been concluded with Sweden, Yugoslavia, 
Bulgaria, Poland, Denmaik, Rumania, Hungaiy, and othei coun- 
lues The terms of such agieeracnts can be kept i datively scciet, 
they enable pressuie to be bi ought to beai to secure price and other 
concessions from smallei and weaker countries, and die imports and 
expoits which ocaii undei them can be leadily meshed with the 
geneial economic plans of Soviet Russia 

National Economic Self-Sufficiency Disiegaiding the goods vhicli 
uere taken from Soviet Russia by noncommercial methods duiing 
the wai oi ■which she has seemed by similai methods m the postivai 
penod, it IS possible to say that hei foreign trade has been com- 
pletely suboidinated to the objectucs ol the national economic 
plans It has been meiely a tool foi attaining the general goals of 
the economy Soviet Russia has not attempted to impoit all goods 
uliicii could be pioduced mote cheaply in othei countnes than at 
home 01 to expoit only those goods ^^Iuch could be pioduced more 
cheaply in Russia than m othei countnes Strict adheicnce to this 
policy might liave caused Russia to lemain a barkrvaid agncultuial 
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ber-beaiing plants which she discoveied rather than to the manufac- 
ture of artifiaal uibbci flora peti oleum or alcohol However, if 
Russia abstained for the most pait fiom the pioduction of synthetic 
materials, this result was due probably to the fact that hei great 
variety of climatic conditions and natural lesomces made it possible 
to produce most hinds of goods by natuial methods, rathei than to 
any unwillingness on hei part to produce synthetic materials if 
necessaiy Russia also achieved a high degree of economic seli- 
sufficiency without maintaining high piotective tariffs, iinpoit 
quotas, and othei devices whicli play a conspicuous pait in the 
policies of othei count! les, but her goveinmental monopoly of 
foreign trade furnished a much more powerful means of contiol 
than any of these othei things , 

While Russia’s great vaiietj of climatic conditions, and natural 
1 esources made it possible foi hei to achieve a high degree of eco- 
nomic self-suffiaency, we should not assume that she was able 
to attain this goal at no cost to heiself, for the Law of Compaiative 
Advantage applies to Soviet Russia as well as to any othei country 
Some kinds of goods can be pioduced in Russia only with con- 
siderable difficulty and, even if all types of goods could be pro- 
duced there readily, Russia would still find that she could produce 
some goods w’lth greater relative efficiency and lowei cost tJian 
otheis Every country, whethei under a socialistic or capitalistic 
legime or any other vaiiety and whether her natural resouices are 
many and varied oi few and limited, can gam in terms of standaids 
of living by concenti ating hei productive energies on those lines ol 
production in which she can develop the gieatest efficiency and 
lowest cost, while obtaining tire products of other industries by 
means of foreign trade Russia was able to obtain a great degree 
of economic self-sufficiency only at the cost of fiunishing hei citirens 
with standards of living lowei than those which could have been 
attained on the basis of geographical specialization and inter- 
national trade 

Now, of course, it is piobable that the Russian leaders were 
undei no illusions in follow-ing a policy of economic self-sufficiency 
Their aims did not include high immediate standards of living 
foi the consumers of the country, but rather rapid industrialization 
and general economic development The policy of economic sel - 
sufficiency was dictated to a large extent by the fact that Russia s 
economic development had to take place in the midst of a lelativcl) 
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hostile nonsociahstic ^\0lId and the fact that Russia consideicd 
herself to be h\ing in constant dangci of attack by some othei 
country oi cotintucs Self-bufficicncy meant picpaicdncss loi wai, 
and the degiee of it uhich Russia attained was found to be vciy 
useful during ^Voild ^Vai II 


QUESTIONS 


1 ‘‘Dillcrcnccs in the endowment of pinductnc agents between coun- 
tries nia% he either ibsolute or comp.uati\c ” Lvplain 

2 “It IS economically adtisnblc foi a country to produce all types of 
econoniic goods iihich it can produce uith greater elTtciency than 
other countries” Show whether you agree 

3 What are the leading cfTects of international tr.idc on the tarioiis 

, trading countries? 

4 How and why do the governments of capitalistic countries often 
interfere with the couisc of mtematioinl trade? Evpliin 

5 “The United States, like many other cipilalistic countries, Ins fol 
lowed a policy of lestrictionism with respect to international tndc 
for many years ” E\plain 

6 “After the outbreak of AVorld War II, the goternment of the United 

States imposed many new restrictions and controls on international 
trade" Explain ' 

7 The inteination.al trade of the United States declined sharply during 
World War II under the influence of severe governmental controls 
Do you agree’ Explain 

8 Since the Law of Comparative Advantage would apply to a socialistic 
economy, such an economy would be committed to a policy of com 
plete free trade ” Show w hether you agree 

9 In Mew of the arbitrary character of the costs of production under 
socialism, how could a soaalistic economy decide on the lelatne 
cheapness of imported and domestic products? 

There is nothing about the program of ideal socialism to indicate 
that a soaalistic economy would necessarily follow a policy of national 
«onomic self sufficiency ” Do you agree? Explain 
How could a socialistic economy insulate itself against unplanned and 
U'’“®sircd international infliicnces? 

“It is difficult to see how international tndc could be carried on be 
E\pl" ^ Communistic economy and economics of other types” 

How IS international trade earned on by the socialized economy of 

14 T Russia? Explain ' 

15 "Tir Russian policy with respect to international trade? 

f wauing policies of Soviet Russia have sometimes been disturb 
ing to other countries ” Explain 
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16 “Since Russia went to war in 1941, her foreign trade has been largely 
on a non-commercial basis ” Explain 

17 Describe the leading developments in the foreign trade of Soviet 
Russia in the first few years after World War II 

18 Which of Russia’s policies wth regard to foreign trade have been 
inherent m the nature of a planned economy, and which have been 
inspired by the peculiarities of Russia's situation? Explain 

19 “Soviet Russia has made no attempt to follow a policy of national 
economic self-sufficiency ” Show whether you agree 

20 “The costs of national economic self-sufficiency for Soviet Russia have 
probably not been very great” Explain 
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INTERNATIONAL TRADE 
(Conltnued) 


The Inte-i national Trade of Biitain imdet 
Paitial Socialism 

The Prewar Situahon i» Bnltsh Trade For many years, Britain 
has had to buy \eiy laige quantities ol food and law matcuals (and 
some manufactured goods) fiom other countiics each yeai in oidci 
to evist and produce Before Woild Wai II, her merchandise ev 
poits quite rcgulaily faded to pay £oi her merchandise zmpoits, but 
the defiat in each yeai ivas eliminated, or at least reduced to man- 
ageable proportions, by the income icccived from othci countries 
on her foreign investments and tliat obtained by selling sci vices, 
such as shipping and insurance In 1938, foi example, her impoiis 
amounted to £835,000,000 and her exports and ie-e\poits to £533,- 
000,000, leaving an adverse balance of £302,000,000. but a net in- 
come of £232.000,000 with respect to the so called invisible items ol 
trade left her with a net overall deficit of only £70,000,000 '■ 

The Postwar Crms The Biitish situation with respect to intci na- 
tional trade was veiy dilfeicnt when the Labor Government took 
over and World Wai II came to an end Warume destruction in 
ritam had reduced the country’s ability to pioduce and expoit, 
while large-scale imports were most essential During the war, 
ritain had lost a major part of her shipping (some three billion 
0 ars worth), had had to sell capital assets abroad valued at 414 
to tncuried new foicign liabilities amounting 

tr J i invisible Items ol 

rane had been changed to a net deficit, and there seemed to be no 
y o pay for her excess of merchandise imports 

^ i«6or anil Industry m Bnlaw, March, 1948, p 3 
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Biitam’s imports in 1946 amounted to £1,092,000,000, and liei 
expoits to £888,000,000 leaving an adveisc balance o£ only £204,- 
000,000 with lespect to merchandise, but the invisible items pio- 
duced a net outgo of £176,000,000 instead of a net income and 
lifted the net overall deficit to £380,000,000= This unfavoiable 
lesult had come about in spite of stienuous effoits to increase pro- 
duction and expoits and to cut impoits to the bone, and Biitain was 
able to keep on going only by seeming laige loans, amounting to 
'§5,000,000,000 altogethei, fiom tlie United States and Canada 
These credits tveie supposed to take care of tempoiaiy deficits in 
Biitain's balance of payments and tide her over until she could get 
back on hei feet again 

In 1947, however, the situation went fiom bad to ivoise Although 
Biitam’s impoits in 1947 were only 76 pei cent of those of 1938 by 
volume, while hei expoits iveie 108 per cent of those of 1938 by 
volume, hei adveise balance with respect to meichandise tiade 
inci cased fiom £204,000,000 to £449,000,000" This happened be- 
cause the prices of goods impoited by Biitain inci eased much moie 
rapidly than those of hei expoits In the thud quarter of 1947, the 
puces of Biitain’s expoits weie 126 pei cent higher than m 1938 
and the prices of her impoits weie 167 per cent higher than m 
1938* Even a parallel inciease in the prices of imported and ex- 
ported goods would have ma eased her tiade deficit, since her im- 
ports legulaily lun laigei than hei expoits, and the more lapid in- 
crease in the puces of impoited goods was paiticularly devastating 

Biitain’s net income fiom foieign investments and shipping came 
to only £68,000,000 in 1947, while goveinraental expenditures ovei- 
seas amounted to £211,000,000, and tlie net outgo on account of 
othei invisible items was £83,000,000 The net deficit of £226,000,- 
000 in connection with tlie invisible items of tiade, coupled with 
that of £449,000,000 in connection with ordinal y impoits and ex- 
ports, brought the net overall deficit to £675,000,000 This laige 
deficit was entirely with the Western Hemisphere and could there- 
fore be conectly expressed in dollais — $2,700,000,000 In fact, 
Biitain’s deficit with lespect to the Western Hemisplicie was £680,- 

ilbid ilbid.pG 
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000,000, but a slight suiplus of £'5,000,000 uith the lest oC the wot Id 
biought the net figure to £675,000,000 ® 

A pait of Butain’s difliculties m 1917 was caused by the fact that 
she had to pay out large quantities of dollais for othet countries As 
a condition of obtaining the laigc loan fioin the United States in 
1916, Biitain had agiccd to make hei curicncy fully coincitiblc foi 


cuirent transactions by July 15, 1917 This meant, bioadly speaking, 
that other counti les selling goods or sei vices to Biitain could con\ei t 
the pounds sterling they earned into any othei ciiriency, including 
dollais The woild demand foi dollais in 1917 piovcd to be too 
great to peimit this c\pciimcnt to be successful Othci counti ics 
began conserting into dollais all the stcihng they could get then 
hands on, and not mcicly then suiphis steiling, and the diain on 
Britain’s dollai cicdits uas so excessive that stciliiig conveitibility 
had to be suspended on August 20, 1917 

Soluuig Butmn’s Tiadc Problem In tlie last few months of 1917, 
Britain’s Laboi Goveinmcnt took drastic steps to bung about a 
solution of the country's piobicms with lespect to iiiicrnatioiial 
tiade and the balance of payments Fuither immediate i eductions 
in imports weic announced, and tlic domestic lationing piogiam 
was made more scveie than befoie Since a large pait of Biitain’s 
imports consisted of raw materials which helped to mamifactuie 
exports and hence could not be curtailed, the leduction of total 


imports had to bear very heavily on impoits of food and consumeis’ 
goods A second part of the piogiam was to save on imports by 
^taming increased supplies of some goods from domestic souices 
Uiis part of the program was typified by the laige-scale plan to de- 
'’clop home agriculture which was set in motion m the fall of 1947 
A third Item was a geneial cut in Biitain’s piogiam for domestic 
rapital investment and also a reaiiangemcnt of its pans The object 
vas, of course, to ait down investments which would lequiie the 
^ ^ quantities of tnateiials that had to be impoited and 

w^' 1 , 1 °! dollars and to concentrate investments whcie they 
uid do the most immediate good m connection with inci easing 
expoits In the fouith place, the British govein- 
bP f manpower, materials, and other factors weie to 

Fmallv gieatest possible increase in total exports 

y. I am s foreign trade was to be rearranged so as to im- 

® iiitd , p 5 
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prove hei position with respect to the Western Hemispheie Etery 
thing possible was to be done to inaease the pioduction and expoit 
of goods which could be sold in the United States, Canada, tlie 
Ai gen tine, and other haid currency markets, even at the expense of 
exports to some otliei countiies from whicli Biitain’s needs weie 
less uigent Attempts weie made to cicate new sources of supply foi 
Biitish impoits in countiies outside the Western Hemispheie wheie 
payments could be moie leadily made Other Stcihng Area coun- 
tucs wcic invited to cxcicise similar measuies of economy in the 
use of dollais and to stimulate exports to dollai -earning destina- 
tions 

As a lesult of all these measuies, Biitish expoits were supposed 
to be running at 154 pei cent of the 1938 level by volume at the 
end of 1948, tvhile m the matter of impoits the line was to be 
iigidly held In financial teims, impoits for 1948 were to amount 
to £1,670,000,000 and expoits and le-cxports to £1,500,000,000, thus 
leducing the adveise balance with inspect to meichandise to £170,- 
000,000, as compared with £449,000,000 in 1947 Cuts in govern- 
mental expendituies o\eiseas, i eductions in expendituies foi foieign 
tiavel and motion picture films, and the rebuilding of the shipping 
fleet weie to reduce Uie deficit in connection with the invisible items 
fiom £226,000,000 m 1947 to £80,000,000 in 1948 Thus die net 
oveiall deficit in Biitain’s balance of payments was to be cut from 
£675,000,000 in 1947 to £250,000,000 in 1948 ^ These lesidts ivoiild 
have been helpful, if achieved, but they would have left Biitain’s 
deficit in tlie balance of payments at about one billion dollais in 
1948, so theie was little doubt tliat Britain was glad to see the 
Maishall Plan, involving fuilhei laigc amounts of assistance from 
the United States, go into effect in the fiist half of the yeai It was 
impossible to predict when Biitain’s cnsis with lespect to interna- 
tional tiade and the balance of payments would finally be over 


hitonatiojtal T^ade tindet Fascism 

The lecoid of the inteinational tiade of Italy and Geimany undei 
fascism was much the same as tliat of othei phases of economic life 
That IS, the actual business of impoiting and expoitmg was left 
to a consideiable extent in the hands of pnvate individuals and 
films, but It was subjected to evei increasing governmental conuol 
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In the period oE economic recovery nnd prospeiily aEtei 1922, Italy’s 
intei national trade evpanded considciably In 1922, Italy’s expoits 
amounted to 9 6 billion Inc and hci impoits to o\ei 11 billion lire. 
B) 1928, expoits had inci eased to 14 6 billion Inc and impoits to 
21 9 billion lire * In all these yeats, Italy had a so called unlavoiable 
balance oE iiadc, with impoits oE mcichandisc exceeding expoits by 
a relatnely laige amount This lesult w.is not sin prising, in the 
light oE the theory oE intci national tiade, Eor Italy’s expoits were 
largely nonesscntial goods, such as Emits and vegetables, cheese, fine 
textiles, and other specialties, while hei impoits consisted laigely 
of vital mateiials and foods, such as coal, oil, woodpulp, cotton, 
wool, grains, and non and other metals 
However, the unfavorable balance of tiadc w'lth lespect to com- 
modities was not a source of gieat cmbaiiassmcnt to Italy, foi her 
invisible exports normally exceeded hei imisiblc impoits by enough 
to pay for her suiplus of merchandise impoits The most impoitant 
of these invisible exports weie emigi ants’ lemittanccs, touiists’ ex- 
penditures in Italy, and payments foi ficight and shipping services 
Emigrants’ lemittanccs had been as great as 5 billion Inc in some 
years, and m 1924 Italy had icccivcd 1,060,000 foreign tourists who 
spent 2 9 billion In e ® Even in 1929, the thi cc main in\ isiblc cxpoi ts 
biought in a net balance of well ovei 5 billion lire These receipts 
fioin imisible expoits gave Italy a balance of foicign pin chasing 
power with whicli to pay for commodity imports 
Experiences m tlie Great Dclnession Italy’s foicign tiade was 
already on the down grade by 1929 The currency stabilization ol 
December, 1927, which placed tlie lira at a relatively high value in 
terms of foreign currencies, brought difiiailties for foreign trade 
Italy’s prices appealed high in teims ol loicign curiencies, and hei 
txpons began to decline, while impoits had to be rather well main- 
tained The Italian government attempted to lestoie some soit ol 
equihbiium by decreeing successive reductions in puces, wages, and 
rasts m geneial, but before any leal relief could be obtained Italy, 
hke other countiies, was hard hit by the great posM929 depression’ 
Italian impoits fell from 21 9 billion lire in 1928 to 7 7 billion lire 
tn 1934, and her expoits declined fiom 14 6 to 5 2 billion hie over 

e same pciiod “ In spite of the great decline in both imports and 

9 Z ni Z-conomie Palm, P 204 
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exports, a rather large unfavorable balance of ttade with lespect to 
commodities still lemained, and it was no longer being offset by a 
suiplus of invisible exports Fiom 1929 to 1932, the surplus of in- 
visible expoits declined fiom 54 to 2 2 billion lire Even m 1931 
commodity exports had paid for 88 pei cent of commodity impoits' 
but this peicentage declined to 68 by 1934 In this situation, fre- 
quent outflows of gold occuiied, and great piessuie was biought to 
bear on tlie foicign-exchange markets and gold reset ves of the 
country Increased goveinmental conUol ovei trade seemed very 
necessary 

Germany s difficulties in connection with international trade and 
foreign excliange began in eainest in 1929. some four years befoie 
the National Socialist Party came into power In tlie great de- 
pression which began in 1929. Geiman expoits fell ofi sharply and 
invisible net payments to Germany on account of tourist expendi- 
tuies and shipping, insurance, and banking services declined greatly 
On the other hand many German impoits of vital foods and law 
materials had to continue even in depiession years and Germany 
was still supposed to make lepaiations payments and pay interest 
and principal on her othei debts Foreign trade had been extremely 
important to Gcimany since she established herself as an industrial 
economy Even in 1931, a year of depression, Germany exported 36 
per cent of her entire industiial pioduction and depended on other 
countiies for 40 to 45 per cent of hei raw materials In 1934, 58 per 
cent of Geiman imports weie raw mateiials Her dependency on 
foieign mateiials amounted to 100 per cent for the cotton, jute, 
lubber, and silk industries, 60 pei cent for the leather industry and 
heavy industiies in general, and 35 per cent for the maigaiine, beer, 
and tobacco industucs Geimany impoitcd 90 per cent ol her wool, 

95 pel cent of hei flax, 32 pei cent of her motor fuels in general, 
and 80 per cent of her gasoline 

The unfavoiable tuin taken by hei imports and exports in the 
gi eat depression was a matter of serious concern to Gei many The 
Reichsbank’s holdings of gold and foieign currencies, which had 
amounted to 2284 million marks at the beginning of 1929, declined 
to 920 million maiks at the end of 1932, 449 million marks in May, 
1933, and 136 million maiks in May, 1934 The Hoover moratorium 
of 1931 and the end of reparations at Lausanne in 1932 affoided 
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only terapoiaiy relief, and the new National Soaalist government, 
when It came into poivci m 19^3, proceeded to inteivene strongly 
in the field of international trade and foicign evchange 
Import, Export, and Exchange Controls The contiols imposed on 
international trade by the goicinments of the fascist countues wcie 
of many types In Italy, imports were controlled in pai t by a licensing 
system Individuals and firms wcic allowed to import cei tain specified 
commodities only if tliey had licenses issued by the Ministci of For- 
eign Trade and E\cliange, who was assisted in tlie woik of licensing 
by an import advisory committee leprcsenting retailers, manufac- 
turers, and laboi Compai ativcly few commodities weie brought 
undei die licensing system at first, but the numbei gicw to about 
1500 before the end of 1935 Commodities which did not come 
under the licensing system were subjected in many cases to import 
quotas under which, in general, impoits in each yeai could amount 
to only 10 to 70 per cent of the amounts winch wcie imported in 
1934 Howcvei, imports up to 100 per cent of tlie 1934 amounts were 
permitted fiom countries with whidi Italy had concluded dealing 
agreements, so diat tiade involved no actual use of foreign ex- 
change Rcstrirtcd imports tvere lationed within Italy through the 
category corporations, and allotments of goods to individuals and 
firms were based in general on their impouations in 1934 Some 
commodities came to be imported exclusively by goveinmental 
monopolies 

Tariff duties were raised and Italy had one of the highest protec- 
tive tariffs in existence by 1935, witli duties langing from 185 to 274 
pel cent higher than in 1914 “ The Ministry of Foreign Trade and 
Exchange set up the National Foieign Excliange Institute and, as 
early as December, 1934, all Italian exporters wcie required by 
decree to sell to the Institute all foieign exchange which they re- 
caved and all foreign credits which tliey were gianted in connecUon 
trath export transactions The Institute would then allot foieign ex- 
change in order that payments might be made for the ordinary 
^riety of imports and for goods received under different kinds of 
admg agreements with various conntiies Italy also strengthened 
er position with respect to fore^ purchasing powei by requiring 
turn an foieagn securities and other credits 
ich they owned m exchange for bonds -of the Italian government 
h ermany, payments of interest and prinapal on debts to fbr- 
*0 T Schmidt. The Corporate State m Action, 'p 126 
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eign countries were suspended almost as soon as the fascists came 
into power Instead of being tiansfeired to the creditor countries, 
these payments weie deposited in Germany m the form of blocked 
marks, which could be used for various purposes within the country 
and especially for financing exports, but could not be transfen ed m 
cash to othei countries All exporteis were soon requned to register 
all sales abioad with the Reich Foieign Exchange Board and the 
Administration of Self-Help of German Industry (or Expoit Sub- 
sidy Fund) Prices of exported goods were stiictly conti oiled and 
all foieign exchange received from exports had to be sold to the 
government, which would then ration it out to peimit necessary 
imports 

At first importeis weie allowed to buy annually 75 per cent of the 
amount of foreign exchange whidi they had used in the base period 
fiom June, 1930 to July, 1931, but the allotment was cut by a 
third by May, 1934, and was placed on a day-to-day basis, depend- 
ent on the Reichsbank’s receipts of foreign exchange, by the end of 
June, 1934 This system worked most unsatisfactorily, and a new 
plan was instituted in September, 1934, with the intention of holding 
imports strictly down to the amount of foreign exchange available, 
confining imports to counti les which accepted equivalent quantities 
of German expoi ts, and giving prionty to certain impoi ts of i aw ma- 
teiials and especially those necessaiy to the armaments program 
Much of the control under the netv plan was placed in the hands of 
the 27 import-control boards, or supervisory boaids for imports, 
which were set up Only imports for which one of these boards had 
issued peimits could enter the country The issuance of peimits de- 
pended on the importance of the piospective imported goods, tlieir 
prices, the availability of foreign exchange, and other matters When 
the time ai lived to make payments for impoits, impoiteis who could 
prove that the goods had actually been imported could obtain for- 
eign exchange from the Reiclisbaiik up to the amount specified by 
the peimits which they had received The foreign exporteis eventu- 
ally received drafts of the usual sort Aftei 1939, the contiol powers 
with respect to imports were apparently in the hands of some 3 
Reichsstellen, or agencies for the latiomng of raw materials, wuc 
were undei the supeivision of the Ministiy of Economic Affaiis 
Thiough these agencies, imported and domestic raw materials weie 
handled togetlier and weie apporuoned among firms and mdusuies 
in accordance with the needs of the war economy 
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Although these various devices weie successful in stabilizing the 
foieign tiade and balance of pa^unents of the fascist countries, they 
gave a great deal of difficulty in other lespects Laige numbeis of 
officials weie requiied to administer them, and they operated to dis- 
aiminate in favor of the largei films, which were bettei known, 
had moie influence with the contiolling agencies, and could finance 
tlie necessary time-consuming negotiations The contiols involved 
fascist impoiters and industiial firms in much e\.tra evpense and 
incomenience As one writer on Geimany said, "At least half the 
time of a Geiman manufacture! is spent on the pioblein of how 
to get scarce raw mateiials These cannot be obtained without a cer- 
tificate from one of the supervisoiy boards which distribute the 
available raw materials, domestic as well as foreign Usually a inanu- 
factuier needs dozens of dilTcrent materials He cannot work ivith- 


out any one of them For each one there is a special supervisory 
board with a different pioceduie, with all of which the business man 
must be familiai " Since fascist entei prises always wanted greatei 
quantities of imported and othei materials than were available, a 
system of priorities was developed to make sure that the limited 


quanuties of materials would satisfy the most uigent needs How- 
ever, upon occasion, uigency ceitificates weie issued for greater 
quantities of materials tlian were available The problem of allocat- 
ing limited quantities of imported and other mateiials among indus- 
tries, and among firms within industries, was a tiying one 
Gowei nmental Trading Agreemenu The governments of tlie fascist 
countries negotiated trading agreements with the goveinments of 
many other countries Sometimes these were "payments agreements” 
undei which the total amounts of foreign exchange received from 
exports and used to pay for imports were balanced, and sometimes 
mey were "clearing agreements” under which the total values of 
goods impoited and expoited were balanced Under agreements of 
e atter type, trade took place on a straight barter basis and sup- 
plies of foreign exchange were not required The German govern- 
rnem was a past master in the use of these barter agreements 

e German government would get other countries to send foods 
or raw materials to Germany and would offer to pay puces well 
bove the world level for these goods The prices were paid in 
mus kinds of blocked marks, which could be used only to pay 
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for German exports. Germany was tlien supposed to export manu- 
factured goods to the other countries to complete the tiansactions. 
In the early stages of such transactions, Geimany would accept almost 
any available surpluses of foods oi raw materials and would give the 
other countries manufactuied goods whicli they actually needed 
Later on, and especially when the otlier countiics had piled up large 
balances of blocked marks m Germany, the othei countiies weie 
made to furnish exactly the foods and raw matenals which Germany 
wanted and to take almost any goods which Germany could spare in 
exchange Some small countnes were made to adjust their economic 
systems almost completely to Geiman requirements, and even give 
Germany a voice m tlie management of their enterprises 

Germany would not furnish goods which could be sold directly m 
other countries to obtain foreign exchangje, goods which were scarce 
in Germany, or goods made largely of foieign matenals She would 
give the other countries a clioice of receiving nothing at all oi of 
taking any products of which Geimany had a surplus In this way, 
Germany developed a host of unsatisfied customers Thousands of 
typewriters were sent to Rumania, machineiy-needing Turkey was 
given a bumper supply of coffee mills, giamapbones, and ladios, the 
peasants of Bulgaria and Yugoslavia were legaled with field glasses 
and optical instruments, and the warehouses of Mexico were made 
to groan with their load of baiber chairs Even the Standard Oil 
Company of New Jersey sent some oil to Germany and received m 
return enough moutli organs (harmonicas) to give each boy m the 
United States at least two Wlule some South American countnes, 
which sent foods or raw matenals to Germany, were undoubtedly 
suipiised to leceive shiploads of aspiiin in return, they at least must 
have found this import piactical, as would any other country which 
engaged in baitei trade with Nazi Germany The unpopulanty of 
tire baiter deals was also inci eased upon occasion by Germany's 
piactice of reselling ceitain baiter imports (such as coffee) on the 
woild maikets— a practice that often worked to the disadvantage 
of the countries whicli had furnished the bartci impoits 
Private Tiadtng Anangemenfs The Geiman gov cinment uii ei 
fascism also sponsored a number of types of pi ivate uading arrange- 
ments winch amounted substantially to baitei Undei one kind ol 
piiv'ate arrangement, a Geiman importer who desiicd to obtain 
goods from tlie United States would seek a Geiman expoitci w 
was unable to sell his goods in the United States because Ins puce, 
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at the nominal latc ol c\ch.in{*c, vas too higli 1 he impoi ter vould 
pay the cxpoiici a premumi Uiai i\o\ild make it poaiblc foi the 
c\porici to sell his goods in the United States at tlic puce obtain- 
able tlicrc The sale isould cieate cvehange iwth nhich tlie inipoilcr 
could obtain the goods iihich he dtsncd and he would rccoici the 
premium paid to the c\poitu by selling die impoilcd goods at 
a high pi ICC in Gcimany 

Many prnatc tiadc liansaciions were financed by die famous Aski 
niaiks, which could be used only to pay for German c\poits A Gei- 
manimpoitci would make an offci to inipoit goods fioni some lor- 
eign film and pay lor diem m Aski marks The foicign c\poitcr, 
knowing that the Aski marks could be sold only at a considerable 
discount, would cliaigc die German impoitci a high price in tcims 
of tlicsc marks 1 he foicign cvpoitcr would get the net price whidi 
he desired by selling the Aski imiks at a discount to an importer in 
lus country. The foicign impoittr, since he had obuincd die Aski 
tnaiks so dicaply, could dien affoid to buy Gennan csyioits at the 
high puces pieiaibng in Gciman) Since they did not place any 
stniin on die Gennan supply of foreign cxcliange, international 
transaaions involving Aski maiks did not oiiginally come under 
the foreign exchange coniiol and the impou-control boards Howr- 
eici, these transactions eiciilually grew umvicldly, goods of an un- 
dcsircd Inxuiy oi semi-luvuiy chaiacicr were imported by means of 
these transicuons, and goods wcic cxpoitcd on the basis of Aski 
maiks that could have been sold dneedy in foreign coiintncs to 
obtain foicign CNcliange As a icsuU, imports on die basis of Aski 
marks wcic bi ought under the jurisdiction of the impoi t-control 
boards and, in IMS'), many goods wcic excluded from transactions 
miolwng these marks The transactions of this kind weic elimi- 
nated enureiy m 1937 

CxpoH Subsidies Both fasast countries opeiated systems of sub- 
sidies for die benefit of exporteis In Gcimany, foi example, ex- 
pouers were icquired by the govcinmcnt to charge high puces in 
maikets m ivlncli no competition existed, but in odier markets the 
exporters needed to be able to dump goods freely at low prices This 
power was furnished ihrougli the AdmmiSUation of Self-Help of 
^an Industry, or Export Subsidy Tund The funds for export 
furnished in part by the German government and in 
krVprWi, mdustnes The Estate of Industry and Trade col- 

cted the funds fuinished by German mdusuies and determined 
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the Size of their contiibutions It was lepoited tliat, in 1938, tlic 
industries contributed 1200 million maiks, while the goveinment 
chipped in with 500 million marks The funds weie used to pay 
subsidies, ranging up to 40 to 45 per cent of sales puces in Gcimany, 
to German expoiteis who sold their goods abroad at puces which 
would cover only a part of the costs of pioducing the goods Ger- 
man e\poiters weie also sometimes subsidized in effect by being 
allowed to spend a part of tlie foieign pmdiasing powei, which 
they acquiied, for impoits which could be sold at highly profatable 
puces in Geimany, or by being given highly piofitable puces for 
such parts of their output as weie sold at home, and especially if 
sales were made to the Geiman goveinment 
Principles and Results of Fascist Trade Policy. In the peiiod flora 
1933 to the beginning of World War II, the objective of fascist 
trade policy was to satisfy tlie domestic demand for impoits as a 
necessaiy supplement to home pioduction and an aid in prepaiing 
for wai, and not to achieve the maximum possible volume of ex- 
ports or to exploit every oppoitunity for foieign tiade which 
seemed to be advantageous from the point of view of profits Mffiile 
Italy devalued the lira by 40 94 pel cent late in 1936, German trade 
policy involved the use of many kinds of maiks of diffeient values 
An open devaluation of the German maik might have bi ought 
gams in trade, but it would have meant treating all othei couiitiies 
equally well (oi equally poorly) The use of many kinds of maiks of 
different values enabled Geimany to tieat eacli countiy as well as 
necessary, but no better 

In carrying on international trade, the fascists made a piactice of 
respecting the propeity rights of foreign countries, individuals, and 
films only when these rights could be protected by absolute powei 
or diiect retaliation Undei ordinary conditions fascist buyers u’ould 
ran rpi oidcis ficcly, scllcis would fail to fill 01 del s, and so on The 
foreign victims might in some cases fight and win court cases m the 
fascist countiies, but no tiansfers of funds abioad to pay damages 
would be permitted in any case Fascist fiims having assets abioad 
which made them tralnerable to the deasions of foreign courts had 
to behave more circumspectly, and fascist firms in geneial veie le- 
quiied to be very kind in then dealings with foreign countiies uith 

respect to which the balance of tiade was favorable 

Under the vaiious control measures which we have outlined, tlie 
10 Ibtd , pp 232 233 
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fascist countries snrci'ctktl rn siabili/iirg tlicir ti.nlc anti in keeping 
their inipoiis ami c\p(nis i.ilhen well bal.imcd. l>«t then lotil trade 
rcnirnrcd on a latlrcr loss let cl In lOSI, dining the Elliioi>ran cam- 
paign, lire League of Nations applied ttonomit sanctions to Italv, 
and ’>2 countries siiddciil) stopped l>rt)iirg Italian commoditres 
Italy then used the icstiictionary niarhrneij, sshich had heerr set tip 
already, to limit her imports further, hath to piotcct lici ossn bal- 
ance of trade and to retaliate against the toirniries sslrieh had im- 
posed sanctions Italy’s tiadc in 1936 ssas even below the deyiicssion 
Icscls Exports ainountcd to '»’> billion lire, imports to GO billion 
lire, and the nnfasoiablc balance to 300 million liic * In 19 17, afiti 
the Ethiopian ssar and tlie sanrtions ss’cic os'ci and under the infhi- 
enceof thedesalu ilioii of the lira, Italian tiadc picked up considei- 
ably E\])oits sstic sained at fO-l billion Inc and impoits at 1"8 
billion lire, sslulc the nnfasoiablc balance amounted to 3‘1 billion 
lire ** 

Italy's fotcign ti idc in 1938 ssas less than in 1937 Evpoits ic- 
mnincd at appiOMinaicIy the 1937 lescl, but impoils dceliiicd by 
almost 19 per cent 3Vorid 3Vai 11 began in 1939 and Italy's trade 
nent fiom bad to svoisc Especially afici liei cntiy into the ssar, Italy 
ssas cut off from liei osciscas maikcis and sointes of supply, and 
ssas depused of foicign pni chasing posiei by the disappcaiancc of 
tmigrams* remittances, tounst cxpcndiuiics, and payments foi 
freight and shipping sei sices Trade sscni on only sviili neighboring 
countries, and Italy became moic and moic a mere satellite of 
Geimany Even in 1939, Gcimany furnislicd 2G 3 pei cent of Italian 
imports and icccised 24 6 per cent of Italian cxpoits*® Italy de- 
pended on Germany for vital commodities, such as coal, machine 
tools, machines, non oic and sci.ip, lumbci, and oil, while Italy 
furnished only such commodities as fiuits and s'cgctables, hemp, 
mercury, and sulphur 

IVar svith Gicccc fuither losvcrcd Italy's tiadc possibilities, and 
Italy had great difficulties in holding up her end of the ti ado svilh 
Germany In October, IQIO, there svas a balance of 416 million Inc 
m fasoi of Gcrm.iny m the ItaloGciman dealing account, and 
Italy agiced to make payment by cxpoiting svorkcis to Germany 

w W G WclK, rasetst economic Po/io, p 10 

“foreign Commeree Weelly, December II, 1910, pp 487 ind 535 
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whose wages could be balanced against Italy’s suiplus o£ imports =» 
A decree of January 13. 1^41, piovided for the requisition of Italian 
products for expoitation by the Italian goveinment and of law 
mateiials and semi-manufactured goods to be made into finished 
products for expoitation « In Febiuaiy, 1941. Italian payments of 
dealing debts to Germany weie suspended Geimany agreed to con- 
tmue to supply Italy with coal and wai mateiials and to take fiuits 
and vegetables and badly needed workers in letuin Sudi make- 
shift ariangements continued dunng the remainder of Italy’s pai- 
ticipation in die wai 

German expoits had fallen, horn 12 3 billion marks in 1928 to 
4 17 billion maiks in 1934, and her imports had declined from 140 
to 4 45 billion maiks ovei the same peiiod" in die peiiod fiom 
1934 thiough 1938, German expoits varied only bettveen 4 I and 5 8 
billion marks, impoits vaiied only between 4 1 and 5.4 billion 
marks, and the net balance of trade langed only fiom an expoit 
suiplus of 500 million maiks to an impoit surplus of 300 million 
marks-* Geiman exports in i elation to total industiial production 
declined from 22 5 pei cent in 1933 to 13 1 pei cent in 1938 In 
many cases it was apparently moie piofitable for Geiman industries 
to pioduce armaments and othei goods foi the goveinment than to 
tuin out goods foi export In older to have enough foieign exchange 
to obtain necessary law mateiials, it was necessary to curtail imports 
of food in this peiiod, since foreign loans could not be obtained and 
since only about 20 per cent of all German expoits were producing 
foieign exchange 

German trade slumped considerably after the outbreak of World 
War II, for overseas trade was almost completely eliminated How- 
ever, in late 1940 the Nazi leaders claimed that foieign tiade had 
reached prewar levels Losses due to the war had been offset by 
"trade” with the occupied countiies and with Soviet Russia Hoiv- 
ever, tiade with the occupied countiies was on a noncommei cial 
basis and meant meiely that the Geimans helped themselves to 
whatever they could lay their hands on Such appropriations of 
wealth, while immediately profitable, could not go on indefinitely 

soToieign Commerce Weekly, Janinry 4, igll, p 15 

foreign Commerce WeeUy,Apn\ 12, 1941, p 70 

22 The Economist (London), Maich 15, 1941, p 16 

23 M T rioiinsky, fascism and National Soaalism, p 208. 
2iReicIiskieditgeseIlscliaft, Economic Conditions in Germany in the Middle of 

the Year 1939, pp 32 33 
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in indi\idiul occupied countnes. and ihcir coniinuation depended 
upon uddiiional conquests i\!iicU ctcniually iveic not foilhcoming 
The Fascist Self-Sufficiency Programs Since it was dear long be- 
fore Woild Wat 11 began that the loicign tiadc of Geimany and 
Italy, under Iiscist policies, was not likely to icttim to the Icicls of 
192S and 1929, and since thorough picpaiation for itai seemed to 
icquue these countnes to be as independent as possible of foicign 
soul CCS of supph of vital law niatciials and foods, both Gciinany 
and Italy undertook eompichcnsivc programs fot attaining national 
economic self sufficiency In cadi country, the self sufficiency pio- 
gram included Uiiec i elated paits oi phases 
In the first place, clfoits -were made to increase the production of 
articles wliidi, though already produced in the fascist coiiiitiics, 
■were not being turned out in adequate amounts This phase of the 
piogiam was tyToificd by the lulian Hattie of the Wheat, which had 
begun some years cailicr In winning this battle, wheat cultivation 
was evpanded so that one-si\th of the total land aiea of the country 
and one-fouidi of the cultivated area was devoted to this ciop The 
yield of wheat per hectare of land was also increased model atcly, 
though increases which were almost as great occmicd in other Ein o- 
pean countries tliat had no battles of wheat, and Italian production 
per hectare tanked sixteenth among those of 28 European wheat- 
producing coiinuies-* Italy’s wheat production, winch had 
amounted to an annual average of 53,904,000 quintals fiom 1921 
to 1925, inacased to one of 60,705,000 from 1926 to 19S0, and 
70,724,000 from 1931 to 1936 

In German agriculture, farmcis were asked to double the number 
of sheep raised for wool, to double also the quantity of land used 
for raising fibrous and oil-bcanng plants, and to increase the pio- 
duction of flax sharply Efforts weic made to increase the supply of 
farming land by draining swamps and icdaiming meadow-land In 
Italian industry, attempts were made to inciease the production of 
coa , iron ore, aluminum, dyes, papci , and oil Deposits of low-giade 
coal weie brought into production and efforts were made to lefine 
ow grade crude oil from Albania and to obtain oil fiom the distd- 
ation of domestic lignites In German industry, the piogiam aimed 
uie mcieascd pi eduction and use of domestic metals such as 
mumm and magnesium and at establishing plants which would 

'y Ebenstem, rasetst Italy, pp 198 199 
-«tbiii,p 501 
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make use of low-grade domestic deposits of non oie, zinc, lead, and 
copper 

A second phase of the self-sufficiency piograms involved attempts 
to substitute articles of which the fascist countries had lelalively 
adequate supplies for other commodities which were relatively nioie 
scarce In Italy, textiles of rayon and hemp were substituted for 
those made of wool and cotton, alcohol was mixed with gasoline tor 
use as motor fuel, castor oil was used for the lubrication of ma- 
chines and vehicles, cadmium was substituted for copper, and the 
railroads were electiified in order to make use of the lelatively 
plentiful electiic power instead of the i datively scarce coal 
In Germany, constiuction was earned on with more conciete and 
less steel, alloys and plastics were substituted for scarce metals in 
making some kinds of machinery, glass was used for pipes, insula- 
tion, and food containers in the place of metals Paperboard con- 
tainers also replaced those of metal and ivood Door handles, hinges, 
curtain rods, and otlier door and window hardware weie made Irom 
wood instead of metal Brake linings were made of steel or alu- 
minum wool (rubberized with synthetic rubber) Gasoline was saved 
by running automobiles and busses on illuminating gas oi generator 
wood gas Leather for belts and handbags was made from rabbit 
skins, and shoes were produced with uppers of leather made from 
rabbit or fish skins and soles of wood Aluminum was substituted 
for tin, zinc for brass and bionze, and copper for lead 
Finally, the program included the making of artificial or synthetic 
substitutes for a variety of natural products in connection with 
which shortages existed. Germany had been dependent on impoits 
of cotton and wool to a great extent for many ycais, but, fiom 1929 
to 1938, German imports of cotton fell 48 per cent in quantity and 
77 pel cent in value while those of wool fell 33 per cent in quantity 
and 72 per cent in value Besides increasing the production of 
artificial silk or rayon greatly, Germany learned to make textiles out 
of "cell wool," made fiom wood or skimmed milk Though the pio- 
duction of cell wool incieased fiom 5000 to 150,000 tons from 1933 
to 1938, Geimany in the lattei ycai could produce only a little over 
22 per cent of her lequirements of textile raw materials =« 

The pioduction of synthetic gasoline from coal was developed, 
and Germany’s ability to fill her ordinary peacetime requirements 

G Reimmn, The Vatnptre Economy, pp 201-202 
ss Ibid 
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{01 oil increased considciably That is, she could pioduce half 
enough oil at home in 1030. as coinpaicd with 20 pel cent in 1935 =» 
The pioduction of synthetic rubbci was inci eased to the point 
where it filled one-foiuth of Gei many’s needs in 1938 and one-thud 
in 1939. but impoits in 1938 weie still tuo thirds greatei than in 
1933 “0 These imports presumably wcie used in pait foi the accumu- 
lation of stock piles of the natuial rubber The production of 
“woodpulp" from straw icaclied 180 tliousand metric tons in 1939, 
an mciease of 109 thousand tons over 1936 An evcelicnt butter, 
purer and better than natuial buttei, was made from coal tai It was 
discovered that 32 pounds of cheap fisli would yield one pound of 
extract which was said to equal 160 hens’ eggs in food value Ger- 
man author itics claimed to be able to save 400 million eggs per year 
through the use of these "Viking eggs ” 

Artificial cinnamon was made fiom the powder of pulvenrcd 
shells of ha/elnuts oi almonds, colored blown and ticated with a 
mixture of 96 pei cent cinnamic aldehyde, 4 pei cent eugenic acid, 
and a trace of cinnamon oil for fragrance In 1940, Germany an- 
nounced the invention of a highly clastic mineral fiber, made fiom 
coal and lime, to replace non in Ae construction of reinfoiccd con- 
crete The new substance was said to be capable of production in 
almost limitless quantities, practically immune to decay, noninflam- 
mable, and unaffected by water ** Othei substitutes included ai ti- 
ficial bristles, soap made from coal, glass shoes made of Plexiglas, 
and textiles made from the skins of perch, salmon, and cod “ 
Finally, along with all these acuvities, an intensive program for 
the collection and utilization of waste and sciap matciials was car- 
ried on Old tin cans, toothpaste and shaving-cream tubes, and other 
scrap metals were collected by house-to-house canvass Waste paper 
was saved, collected, and rcivorked Rags and other waste materials, 
such as bones, garbage, human hair, razor blades, horse chestnuts, 
and old coffee-grounds were saved and put to use ■" 

The Results of the Self-Sufficiency Program There is no doubt 
that the self-sufficiency program was successful in increasing the eco- 
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nomic independence of Uie fascist countries Geimany, foi exam 
pie was said to be about 83 per cent self-sufficient with lespect to 
foods by 1938 Aluminum pioduction increased from 97 to 166 
thousand tons from 1936 to 1938. and. over the same period, non 
ore producuon mcieased 70 pel cent, lead and zinc oie pioduction 
2 per cent, oil production 25 per cent, wool pioduction 19 per cent, 
hides and skins pioducuon 38 per cent, timber pioduction 15 per 
cent, layon pioduction 40 per cent, and staple fiber pioducuon (for 
textile) 220 per cent <“> Both inaeased outputs of natuial pioducts 
and the pioducuon of laige quanuties of aitificial substitutes de- 
creased the dependence of the fascist counuies on foieign sources of 
supply of vital materials 

However, this inaeased economic independence was purchased 
at gieat cost The costs involved in expanding the output of natural 
products beyond the levels whidi would have been acliieved m the 
absence of governmental interfeicnce weie shown clearly in connec- 
tion With the Battle of die Wheat m Italy Crop lotations were upset, 
land well suited to raising other crops and poorly suited to raising 
wheat were transfeired to wheat pioduction, nonnal Italian exports 
of fiuits, vegetables, and nuts weie decreased and imports of butter, 
wool, meat, and eggs weie inaeased. and it is doubtful Uiat the 
mcreased production of wheat brought any net advantage to Italy 
with regaid to self-sufficiency in foods or with rcgaid to die balance 
of international trade Fiom 1926 to 1937, die number of hogs in 
Italy increased by 5 pei cent, but the numbei of horses deacascd 
23 per cent, cattle 10 pei cent, sheep 31 per cent, and goats 44 per 
cent®' The victoiy was veiy cosdy to Italian consumers Domestic 


pioduction of wheat could be inaeased to necessaiy levels only by 
increasing the tariff duty on imported wheat fiom 50 hie to 200 lire 
per quintal (or from about 68 cents to $2 70 per bushel), and wheat 
puces m 1936 were 250 to 300 pei cent above those of the woild 
maiket®® According to some estimates, the Batde of the Wheat was 
won by reducing consumption just about as much as production 
was increased And all this happened without mudi benefit to the 
average Italian faimei, since only the laige landowneis and piospei- 
ous farmeis had much wheat to sell at the aitificially high puces 
produced by die wheat campaign 
35 facts tn Review, July 8, 19-10, p 308 
facts I7I Review, Tebiuvr) 13, 19-10, p 41 
vrVV' Ebenstem.Toscisf /infy, p 201 
asiOid.p 202 
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Attempts to use i datively plcntilul materials in the place o£ rela- 
tively scaice ones may have increased economic independence, but 
they tended to produce unsatisCactoiy results in other respects It, 
for example, buildings o£ highei quality or longer cost could have 
been constiucted by using mote conacte and less steel, it is icason- 
able to suppose tliat buildeis would have realized tins fact, and 
acted upon it, long befoie the adoption of the self-sufficiency pio- 
giam The disadvantages of seU-suffiaency were especially gicat in 
die case of die syndietic oi aitihcial substitutes Li general, tliese 
synthetic pioducts weie moie costly titan the natuial ones winch 
they replaced Textiles of cell wool which weie as good as those 
made of natuial wool could be tmncd out only at prohibitive cost, 
and even low-quahty textiles of cell wool cost 30 or 40 per cent 
more than those made of natuial materials German synthetic gaso- 
line cost between foui and five times the woild pnee, and synthetic 
lubber cost about foui times as much as natural rubber Butter pro- 
duced from coal may oi may not have been purei and better than 
natural butta, but even die Geimans admitted that it was better 
not to say too much about its cost 


Again, the quality of the syntlietic products ivas often much lower 
than that of the natural products The fascist leaders, to be sure, 
^oke highly of the quality of some of their artificial substitutes 
The butter made from coal was excellent, the synthetic rubber was 
of good quahty, diough rathei hard, textiles made of fish skins 
ironed well and were guaranteed not to shrink, and the glass shoes 
were supposed to be as smooth and flexible as those made of first- 
dass leather On the other hand, some at least of the syndietic gaso- 
line was supposed to be too poor for use in aviaUon, and clothes 
made fiom cell wool at a cost 30 to 40 per cent above that of clothes 
made fiom natural textiles were poor in quality They were stiff, 
eavy, and disposed to letain moisture, they did not wash well, they 
ept their shape very poorly, and, judging by the fate of many Ger- 
man soldiers during their winters m Russia, they may have been 

cniH u affording protecuon against the 

^“^ers hoped that some day their syn- 
clieaper than the natural prod- 
K, nut this goal was apparently never realized in practice 

material was of good general quality, it 
whfeh corresponding natural product in some way 

\ould bring difficulues in processing and manufacture The 
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extreme hardness of synthetic rubber, for example, made it difficult 
to handle with the usual machinery and equipment, and botli new 
kinds and greater quantities of machineiy had to be used in pioc- 
essmg It Again, large and numeious plants for pioducing the syn- 
thetic materials in the first place had to be set up, and the cost of 
constiucting these facilities fell to a great extent on the old-estab 
Iished industnes of tlie fascist countiies As we noted m oui dis- 


cussion of credit and investment, laige entei puses in vaiious legulai 
manufactuiing industiies were compelled to constiuct plants foi 
producing synthetic materials or to subsciibe heavily to the capital 
shares of plants set up for this puipose As a result, many entei- 


priscs and industries found it difficult to impiove or even maintain 
their own productive facilities, and the quantity, quality, and cost 
of their own products were sometimes adveisely affected 

Finally, the pi eduction of synthetic mateiials, while bunging in- 
ci eased economic independence in some sectois of the fascist econo- 
mies, caused new shortages in otliei fields Thus, the use of wood to 
make clothes, shoes, hardwaie, containeis, and othei products 
helped out in some respects, but it put gieat pressure on the Gei- 
man timber supply which, even before the self-sufficiency piogiam, 
was described as insuflicient to meet German needs full) The net 
gain obtained by ti ansferring shortages from one field to another 
may not have been very gieat 

The policy of economic self-sufficiency was especially unfoitunate 
in the case of Italy, with hei limited soil and natural resources, 
small total accumulation of capital, and aitificially stimulated rate 
of population giowth According to any logical standards, Italy 
would have been expected to gain fiom peace, free trade, and free 
migration Geimany was in a somewhat better position than Italy 
to attempt a program of attaining national economic self-sufficiency, 
but the lesults of her program were just about what would have 
been expected on the basis of economic principles By lefusing to 
accept tire advantages of inter national specialization and exchange, 
both fascist countiies secured an inci eased degree of economic inde- 
pendence at the cost of lowered leal incomes and standards of living 


for then people 

And the choice ivas a voluntaiy one The fascist leaders dcfini y 
preferred economic independence in piepaiation for ^ 
leal incomes and standards of living fo. the people, and the leaders 
got what they desired, as usual In the absence of the policy of plan- 
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jung and picpaimg foi aggicssive waifaic, the difliculties -iMth ic- 
spcct to into national liatle and foicign exchange which the fascist 
countucs cxpciienccd in the post-lSS^) dcpicssion could ha\e been 
orercome And the irony of the self-suflicicncy piogiams was found 
in tlie fact tliat, if the aggressive ivatfaic for which the self-suffi- 
ciency piograms mcic a picpaiation had turned out to be com- 
plete!) successful, Gciinany and Italy would have obtained dncct 
access to most of the foods and raw matci lals that they lacked and 
the tremendous imestments of land, labor, and capital ncccssaiy 
under the self-suITicicnq' progiams would have become no longer 
useful 


dUCSTIONS 


1 “The situation of Britain with tespeci to mternanonal tridc changed 
shirpl) from 19S8 to 1916 and 1917" Lspliin 

2 "Britain's postwar crisis in international iridc and foreign cvcliange 
was due to her desire to Inc be)ond her means and bu) more than 
she could pay for ” Show whether you agree 

3 "Britain’s postwar problems of intcrnniionnl unde and foreign ex- 
change resulted from her diangc from capitalism to parual socialism ” 
Do )ou agree’ Explain 

4 How lias Britain attempted to solve her problems of international 
trade and foreign exchange? Explain 

5 ' The foreign trade and balance of payments of both Italy and Gcr- 
mmy were severely affected by the great depression winch began 
in 1929" Explain 

6 How did the fascist governments of Italy and Germany control inter- 
national trade and related matters? 


7 “Trading agreements between the governments of fascist Italy and 
Germany and those of other countries usually worked to the disad- 
vantage of the other countries" Show whether you agree 

8 How were export subsidies used by the governments of the fascist 
countries? 


9 "The policies of fasast Italy and Germany succeeded m stabibrmg 
trade but at rather low levels" Do you agree? Explain 
•0 "The self sufficiency programs of fascist Italy and Germany included 
parts or phases " Explain 

The experiences of the fascist countries indicate that the policy of 
national economic self sufficiency is a very costly one from the eco 
j point of view " Show whether you agree 

i^e most costly phase of a policy of national economic self suffiucncy 
•5 likely to be the attempt to increase the output of natural products, 
as in the case of Italy's Battle of the Wheat ” Do you agree? Explain 
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13 "In view of the success of the fasast programs o£ national economic 
self-sufficiency, Britain might well adopt such a program as a nay 
out of her current difficulties m connection with international trade 
and foreign exchange ” Discuss 

14 "In the absence of the program of planning and preparing for 
i^ressive warfare, the difficulties with respect to international trade 
which Germany and Italy experienced in the post-1929 depression 
could probably have been overcome ” Show whether you agree 
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Public Finance undei Capitalism 

Governmental Funclwns and Expenditures In a cvpitahsuc sys- 
tem, most phases of economic activity arc supposed to be c.nned 
on by prnaic indniduals and firms on the bisis of pnee iclation- 
ships, rather than by organized society oi government However, 
men m such a sj'stcm, governmental units peifoim a consideiablc 
number of functions ivhiclv aic more oi less economic in clui actor 
The reason for this allocation of functions to government is sug- 
gested by the statement that "gotcrmnciit, as a form of social organ- 
isation, has developed because, m tlic long iiin, it has affoided the 
means of supplying men with certain services inoic efficiently and 
moie economically than these could have been supplied by each for 
himself ” 1 The delegation of tlic provision of such sci vices to and 
their performance by the government may be rcgai ded simply as a 
part of the division of labor 

The functions which are performed collectively thiough the gov- 
ernment rather than by indnuduals are of several general kinds 
Some services, such as the furnishing of protection against c\tcrnal 
foes 01 the maintenance ol law and older within the country, ivould 
be very difficult, if not impossible, for the citiren to perform for 
himself Others that could be and often are earned out by piivate 
fi^s are sometimes turned over to governmental units in the hope 
that they will thus be performed more efficiently or clieaply Exam- 
ples are found in the provision of watei and electriaty by munici- 
palities Thirdly, as Adam Smith said, the government has “the duty 
ot erecting and maintaining certain public woiks, and certain pub- 
institutions, which it can never be for the intciest of any indi- 
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vidual, or small number o£ individuals, to eiect and maintain, be- 
cause the profit could never pay the expense to any individual, or 
small number of individuals, though it may frequently do much 
more than repay it to a great society '' * For example, individuals 
as such would piobably not be moved to set up institutions for 
dependents and defectives because tlieir share in the resulting bene- 
fits would be too small or too long deferred 
While the government undei capitalism does fuinish us with 
some services or even commodities which we could obtain from 
private individuals and firms, our government is to be regarded 
laigely as an instrument foi overcoming to some extent the deficien- 
cies of the capitalistic market and price mechanisms Some complex 
wants, such as tlie desire for economic secuiity, seem to baffle the 
ingenuity of the market and price mechanism altogether, but they 
nevertheless hold a lelatively high position in the prefeience scales 
of many individuals Since there is no way in which individual 
citizens can go out into the market and bid up the value of eco- 
nomic security so as to induce the economic system to furnish more 
of this desirable product, we are likely to rely on government for the 
expression and fulfillment of this want through a compiebensive 
program of social insurance or other devices The government also 
helps to overcome the deficiencies of the market and price mechan- 
isms by furnishing the individuals of the system with a means for 
expressing and fulfilling then negative preferences If, for example, 
we do not wish to see people suffer from consuming impure and 
adulteiated foods and drugs or noxious patent medicines, or want 
to keep people from being the victims of monopolistic business prac- 
tices, fraudulent advei tising, oi the sale of worthless securities, there 
IS comparatively little that we can do by means of the puce mech- 
anism Cei tainly we cannot go into the market and, by paying a 
price of five or ten dollars, make sure that such undesirable prac- 
tices will not be earned on and such undesirable commodities will 
not be produced and sold But, if enough individuals have the same 
negative preferences, they can express them through governmental 

action , 

It IS not easy, in a capitalistic economy, to determine just how 
many functions should be delegated to the government, but ceitam 
general principles governing this matter can be stated In the case 
of functions which can be performed either by government or by 
2Adim Smith, The Wealth of Nations, Book IV, p 286 
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private individuals .ind firms, a function should be delegated to the 
govcinincnt only 'when it .ipjicais that, having given adequate con- 
sideration to the nccessaiy costs of administiation in collecting and 
spending the funds thiough the gosciiiincnt and to svhatcvei is 
knovin conceining the efficiency of the government in question, the 
c\pcnditiiic of a given sum collectively will icsult m a moie ade- 
quate and economical set vice than could be obtained by a similai 
sum piivately spent Hovvcvci, this piinciplc docs not cover all cases, 
foi some functions must be pcrfoimcd b) the govcinnient oi not 
at all A moie geiieial piinciple would state that the govetnment 
should perfoim such a numbci of functions and should collect and 
spend such an aggregate sum that the adv antage in the foi m of satis- 
faction to be gained fiom any furthei functions and cvpcndituics 
would not be sufficient to offset the disadv antage of loss of satisfac- 
tions (cithei diicct, or indiicct thiough the ill clTccls on business 
and productive activities) which would icsult fiom tinning ovci the 
neccssaiy additional funds to the goveinmcnt Moicovei, the aggie- 
gatc e\penduures of the goveinmcnt should be divided among the 
seveial govci nmciital activities in such a way that no money will be 
spent for any one pin pose which would icsult in a grcatei net satis- 
faction if It wcie added to the sum to be spent foi some othei pur- 
pose These pi inciples arc not easy to apply in piacticc but the con- 
siderations set forth 111 them do seem to be those which should be 
home in mind m making decisions concerning governmental lunc- 
tions and expenditures And, of course, the cxpcndituies of govern- 
ment should be necessary and appropriate to the functions ivhicli 
It undertakes to peiform 

Public Revenues Govcinmental units sometimes borrow heavily 
over considerable peiiods of time and they may secure small 
amounts of money income fiom various enterprises which they 
operate, but taxation is the most impoitant long-run source of the 
unds from winch public cxpcndituies aic made Several economic 
principles aic available for the guidance of goveinmcnt in setting 
up a sound system of taxes m a capitalistic economy The fiist and 
m many ways the most important test of a tax system is found m 
t ie question of whether it will furnish sufficient levenue Even 
though a tax system were perfect in othei lespects, it could not be 
considered satisfactory if it did not piovide the revenue necessary 
or the performance of essential governmental functions A second 
principle is that of economy in collection As was said many years 



i>^D COMPARATIVE ECONOIMIC SYSTEMS 

ago, every tax ought to be so contrived as both to take out and keep 
out of tire pockets of the people as little as possible over and above 
what It brings into die public tieasury of the state 
Taxes should be simple so that they can be undei stood both b) 
diose who pay them and by diose who administei the tax laws 
Taxes should be ceitain both with i aspect to amount and with 
regard to time and mannei of payment Taxes should be collected 
at such times and in such a manner as will be most convenient for 
the taxpayer A tax system should be elastic so that it can be made 
to yield laigei oi smaller amounts of levenue as goveinraenial needs 
vary from time to time In connection widi all of these piincipks, 
the effects of taxation on the taxpayers and on business in geneial 
should be consideied While taxes may seem to meet all the tests 
duectly, they should not be considered satisfactoiy in a capitalistic 
system il diey are levied in sucli fashion or to such extent as to dis 
couiage business activity, curb individual initiative, oi clieck unduly 
the accumulation of capital However, thcie aie usually gieat differ- 
ences of opinion in a capitalistic system as to the exact point at 
which these undesiiable effects aie likely to show Uiemsehcs as taxes 
aie ina eased in number and seventy'. 

A final principle of taxation su^ests that the tax burden should 
be distiibuted among the taxpayeis as equitably as possible At one 
time, tlie piinciple that each person’s contribution to the sufipoit of 
the government should be in propoition to the benefits which he 
leceived from the goveinment found consuleiable favoi In moie 
modern times, however, it is moie commonly held that each indi- 
vidual should be taxed, for tlie most pait, on the basis of his ability 
to make conti ibutions to the suppoit of the got eminent and with- 
out mucli legaid foi the amount of benefit which he may icccive 
fiom governmental activities The most commonl) accepted indi- 
cator of ability to pay was once the ownciship of wealth but tfie 
emphasis has giadually been shifting to the leceipt of income In 
connection witli the icccipt of income as the ciiieiion of abiliiy to 
pay taxes, the most impoitant question concerns the extent to wliuh 
abilitj to pa) inci eases as income inci eases If one peison has a 
taxable income of 51000 wliilc anothci has one of S2000, sliould 
the 111 St peison pa) exact!) twice as much in taxes .is the second, 
more than twice as much, or less than twice as inucli' 

The answci to this question depends upon what happens to the 
marginal utilit) oi impoilancc of a giscn-siccd unit of nioncs in- 
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come 10 the indi\idual as buccessi\c unus of money income are 
leccited Economists commonly aignc that the utility to be cvjicctcd 
horn the cxpcndiiuie of a tinu of money income diminishes as llic 
total income of the indiMduai inci eases The )ation.il individual 
deletes the fiist units of money income which he iccciics to the 
satisfaction of Ins most impoitant wants, while fiiithci successive 
units of money income must be devoted to the satisfaction of suc- 
ccssiiely less important wants When ilic individual is foiccd to give 
up a ceiiam part of his money income to the govcinmcnt in taxes, 
the sausfactions whicli he will smnendci aic those which aic mai- 
gmal 01 least important to him, and the magnitude of these mai- 
ginal satisfactions will be smallei die gicatci is his total money 
income. Thus it is claimed that an indi\idiial ivith an income of 
ten tliousand dollars a year docs not lose ncaily so much satisfaction 
when compelled to gne up one tliousand dollais in taxes as does 
the individual with five tliousand dollais when he coiitubiitcs five 
hundred dollars to the suppoit of the government, although it is 
cleat that taxes aie paid at ilie same rate in both cases This analysis 
of the diminishing and marginal utility of money income is not 
completely satisfactory, since it mvohcs intei-pcisonal compaiisons 
of utility which cannot be made widi great confidence and since it 
assumes diat no significant diffei cnees exist in tlie capacities of indi- 
viduals to experience satisfactions However, it is the basis foi aigu- 
mg that, whateier may be tiuc of the buidcn imposed by individual 
taxes, the burden imposed by the tax system as a whole should be 
progicssne wuli respect to income That is, taxes as a whole should 
lake a gieatei propoition (and not merely a gicatci absolute sum) 
from large incomes than fiom small incomes 
Just liow' piogicssive the buidcn of taxes should be with lespect 
to income, m oidei to follow the principle of ability to pay. depends 
on some othci considerations Some wnteis suggest that the punci- 
ple of equal sacnfice should be followed This means that the but- 
den of taxes should be so piogressive that all individuals would 
experience an equal loss of satisfaction, oi an equal amount of 
sacrifice, m paying taxes to the government In oUiei cases, it is con- 
tended that the principle of least aggiegate sacrifice would be more 
appropriate Following this piinaple would mean that each indi- 
iclual would be lequiied to pay no tax whatsoevci so long as the 
same amount of tax levenue could be obtained horn anothei person 
a smaller loss of satisfaction or sacrifice In this situation, any 
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given aggregate amount of revenue would be obtained with the 
smallest possible aggregate loss of satisfaction^ oi sacrifice, and rates 
of taxation would be steeply progressive 

Public Debt In geneial, the expenditures of government in per- 
foimnig Its various functions should be covered by its revenues from 
taxation and the opeiation of public enteipiises, so that govern- 
mental borrowing is unnecessaiy However, in piactice it may some- 
times be impossible or undesiiable to raise enough levenue from 
taxation and othei sources to finance all the public expenditures 
which It seems essential to make, and public bonowing becomes 
necessaiy There is nothing inherently wiong about public bon ow- 
ing When a great national emergency requires expenditures in 
excess of collectible revenues, a goveinment would be unwise if it 
did not permit its budget to become unbalanced If a man’s house 
weie on fiie, he would not usually hesitate to call tlie fire depart- 
ment even if he had to pay directly tlie expenses of the department 
in putting out his file and knew that this expenditure would un- 
balance his budget for the current month oi year 
On the other hand, there may be gieat dangers, at least in a 
capitalistic system, in large continuing goveinmental deficits and 
inci eases in the public debt If die public debt grows so laige diat it 
becomes most improbable diat the government will be able to pay 
inteiest and repay principal as agieed, the citizens may lose faith in 
the government's financial soundness and the goveinment may be 
unable to continue to boriow laige sums fiom its citizens II the 
government is then unable or unwilling to cut down its expendi- 
tures or increase its revenue from ordinal y souices, it may have to 
print paper money with whidi to pay its bills Such inflationaiy 
tactics on the part of the goveinment may lead the economy to a 
bieakdown from which it may not recover for many years On the 
other hand, the extent to which it is possible for a large public debt 
to become a ciushing buiden on future generations of citizens is fie- 
quently exaggerated by the opponents of deficit financing 
Public Expenditwes in the United States The public expendi- 
tures of all types of governmental units in the United States have 
increased enormously in recent decades Even in the peacetime years 
from 1934 thiough 1940, tlie expenditures of die fedeial govein- 
ment ranged from 6 to almost 9 billion dollars per year--figures 
which may be compared with total fedeial expenditures of 551/, 
000,000 in 1903 and $725,000,000 in 1913 However, the large ex- 
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pendmnc^ of the clepitssion )eais wcic small indeed by compaiison 
vitli those tshich were jet to come Duimg Woild Wat II, fedcial 
expenditmes sl^j.otUted to a peak of SI 00.40i. 000.000 in 1015, be- 
fore declining to §(i3.7 14.000.000 in 1910. §12,505,000,000 in 1947, 
and $39,326,000,000 in 1918® In these ycais, cvpcnditiues for na- 
tional defense (including inttiest on the public debt and vcieians 
pensions and benefits) nnidc up an c\Ucinely huge pait of total 
federal evpenditincs The cxpendituics of state and local govein- 
ments in the United States hate also inci eased lapidly over the 
years, although the ina eases hate not been so spectacular as those 
in fedcial e\pendituics 

A part of the great mcicasc in public evpendituics in the United 
States may be attributed to inci eases in the population of tlie 
count! y The pciforinancc of cten the same mimbci of functions 
as formcily for an inci casing population is likely to result in a 
propotttonal, if not a moic than pioportional, increase in public 
cxpcnditiiics, and the giowtli of population is likely to bung about 
an cspansion in the nuinbci of needs which it appears nccessai y or 
desirable to satisfy collectively rathci than individually Again, 
public c\penditui cs ai c espressed in tei ms of money, and changes 
in the general pi ice level and the purchasing power of money con- 
stitute another cause of the giotvth of public cvpenditines Even 
though thcie is no inciease in tlic number of governmental func- 
tions or in the intensity with which they arc earned on, govern- 
mental e\pcnditurcs must inoeasc oidinarily with incicases in the 
prices of goods and ptoductivc factois which the government must 
secure in oidci to cany on its functions 
Howcvei, after due allowance has been made foi growth of popu- 
lation, changes in the puce level, and possibly othei factors, the 
chief explanation of inci casing public expenditures is to be found 
m the continually growing numbci of functions being performed 
by federal, state, and local governments and the increased intensity 
or thoroughness with winch Uie functions are earned on The ex- 
pansion in functions in tuin has been largely the result of such 
things as the great and pressing economic pioblems tliat have aiisen 
as our economic system has increased in size and complexity, die 
growing conviction that social welfare can and should be advanced 
by collective action thiough government, and the more lecent 
notion diat the goveinment can and should assume direct responsi- 
• federal Reserve BuHeltn, August, 1948, p 991 
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biiity for the satisfactory operation of tlie economic system as a 
whole 

In the case of the fedeial government, impoitant inci eases in 
functions and expendituies occurred duiing the yeais of the great 
depression after 1929 For one thing, it became a federal function to 
care for the unemployed, and federal activities in then behalf, 
tlirough the Public Works Administiation, the Civil Woiks Admin- 
istration, the Civilian Conservation Coips, the Work Projects Ad- 
ministration, and assistance given to the states in providing direct 
relief, cost something like 26 billion dollars from 193S to 1941 
Thiough a gieat variety of agenaes, tlie fedeial government at- 
tempted to regulate agricultural production, raise the puces of farm 
products, refinance farm moitgages, and lend the faimeis credit on 
their holdings of various ciops Expenditures for these purposes 
amounted to more than a billion dollars in some years and totaled 
over 5 billion dollars from 1933 to 1941 

Other fedeial activities designed to promote recoveiy were less 
costly than those already mentioned They included financial assist- 
ance to raihoads, banks, and other institutions through the Recon- 
stiuction Finance Corporation, the refinancing of the obligations of 
home owneis other than farmeis, the attempt to promote the reha- 
bilitation of industiy and busmess through self-iegulation under the 
National Recovery AdministraUon, msurance for bank depositors 
through the Fedeial Deposit Insuiance Corporation, the Subsistence 
Homestead Piojects, and the Emeigency Housing Piogiam At the 
same time the fedeial government undeitook other activities which 
seemed to be dedicated to refoim latlier than, or in addition to, 
recovery from die depiession Examples included the regulation of 
the issuance of new securities and of the activities of the security 
exchanges thiough the Secuiities and Exchange Commission under 
laws of 1933 and 1934, the regulation of die public utility mdustiy 
dirough die Secuiities and Exchange Commission and the Federal 
Power Commission undei the Public Utilities Act of 1935, an 
various activities for die benefit of labor undei the National Labor 
Relations Act of 1935 and other laivs 

Most of the depression activities of die federal government were 
still going full blast when World Wai II began When the United 
States enteied the wai, governmental conool o\er die economic 
activities of the countiy increased greatly and soon dwarfed any- 
thing that this countiy had ever before experienced Long betore 



PUBLIC FINANCE 


551 


the w!u was ovei, agencies ol the federal go^elnnlent ncre conti oi- 
ling output in many blanches of pi eduction, the puces of commodi- 
ties and seiMces, wages and salaiics, lents, the allocation of essen- 
tial mateiials and equipment among industiics and businesses, the 
allocation of laboi among industiies, businesses, and llie armed 
foices, industiial iclations in many industries, iinpoits and exports, 
the appoitionmcnt of ceitam scaice consumers’ goods among the 
individual citizens, and many otliei things While many persons 
questioned whetliei all tliese goveinmental controls i\eie essenual 
to the prosecution of the war and wliediei certain controls weie 
well suited to the objectives whicli were being pursued, the wartime 
functions and expendituies of the federal government were in gene- 
lal accepted witli good grace by the people as being more or less 
inevitable in such an emergency peiiod. 

During the wai peiiod, many people in this country appaiently 
came to the conclusion that, while some controls over economic 
activity imposed by die fedeial government in warume should be 
relaxed in the postwai peiiod, the fedeial government must con- 
tinue to assume lesponsibihty for die successful operation of the 
economy as a whole Governmental functions pioposed in this con- 
nection included such things as die guaranty oi underwriting of full 
employment by the government and the provision of a system of 
soaal security, popularly known as the “cradle-to-grave" variety, to 
cover many more people, piovide against more risks, and fmnish 
much largei benefits than the existing system. 

It IS not always easy to decide whediei the functions and expendi- 
tures of our various goveinmental units are justified on die basis of 
the proposed criterion for public functions and expenditures It is 
not to be supposed that under modern conditions we can safely 
neglect such matters as education, roads and Inghways, and the pro- 
vision of institutions £oi delinquents, dependents, and defectives, 
^d, on the whole, the expenditures for diese and other soaal wel- 
fare purposes may be expected to bear up well under the proposed 
test for public expenditures In other woids, the activities which 
cause these expenditures may be expected to create enough satisfac- 
tions foi the receivers of the sei vices, oi for society as a whole, 
to more than make up for losses of satisfactions to individuals or 
namage to busmess which may result from the collection of the 
muds necessaiy to sustain these activities Much the same dung is 
P 0 ably true of most of the regulative acuvities of the federal gov- 
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eminent and other governmental units Most of these activities are 
expressions of various negative prefeiences of the masses of citizens, 
and, if they do not actually create satisfactions, aie likely in most 
cases to prevent losses which would exceed those of the taxpayers 

who must furnish tlie funds necessary to carry on tliese regulative 
activities 

There is more doubt concerning the largest and most expensive 
activity of the federal government— the provision of protection or 
national defense Under ordinary circumstances and from the 
strictly economic point of view, war is an extiemely costly and most 
unsatisfactory method of settling disputes among nations Modern 
warfare almost inevitably brings great economic losses, and not 
increasing totals of satisfactions, to all pai ticipating nations Fiom 
the national point of view, it may be possible to justify the tre- 
mendous economic losses which result fiom wai as being necessary 
in order to prevent other and still greater losses, such as those which 
we would sustain if aggressor nations were able to take oui land and 
resources from us and destroy our institutions Howevei, from the 
point of view of the woild as a whole, the billions of dollars which 
have been and are being spent for ivars and armaments have been 
and are economic waste 

What shall we say of the depression activities and expendituies of 
the fedeial government? From the point of view of a dnect compari- 
son of satisfactions, many of them would probably pass mustei 
Considei, for example, lelief or woik relief for the unemployed, 
which was the largest and probably the most seveiely criticized of 
the depression expenditures of the federal government So far as 
governmental assistance was received by those who really needed it. 

It IS hard to believe that these expenditures did not give more satis- 
faction to the recipients of tlie goveinment's aid than they took 
away, or will take away, from the taxpayers However great the 
pangs suffered by those who have paid or must pay taxes to cover 
relief expendituies, they aie doubtless less painful than the pangs 
of death by starvation or exposure 

However, when we consider the indirect effects of the depression 
activities and expendituies, the answer is not so clear The heavy 
expenditures had to be financed by cither taxation oi boiioiving 
To the extent that taxation was used, high taxes tended to cut into 
employment-creating private spending for consumption and invest- 
ment as well as unnecessary saving Moi cover, some individuals m 
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the Ingher ta\ biackcts m.iy ha\c been rendcicd nmvillmg to put 
capital funds into iisky \enuncs, since any gains ishich they might 
make uould ha\e to be shaicd ivith the goictnment, while any 
losses they might sultei isould be almost cntuely their own To the 
extent that hoiiouing (deficit spending) was used to finance the 
governmental cxpcnditui es, business confidence may liaic been 
affected and Icais of laiei highci taxes aioused, with adveisc elTects 
on the amount of production and employment fui nislicd by pi ivate 
industiies and businesses 

Fiitids foi iclief 01 work relief may have been used in some cases 
foi political purposes lathei than to piomotc rccoieiy fioin the 
depicssion, and the icceipt of governmental assistance piobably 
weakened the morale of some persons and made them anxious to 
make a "career” of the ^VPA or to "retire” on lehcf, lathei than to 
shift for themselves in puvate employment The laws of 103^ and 
1934 may have cleansed and purified the issuance of securities and 
the operation of the security exchanges, but accoiding to some 
authorities, they also bi ought the issuance of new corpoiate secmi- 
ties almost to a standstill and gicatly weakened the functioning of 
the security exchanges Though the activities in behalf of labor 
greatly improved the bargaining position of employed workers, tliey 
may have made tmcipusers less willing than they would oilieiwise 
have been to undcitakc pioduction and furnish employment Duect 
competition with pi ivate business by govcinmental entei prises or 
agencies, or even the tin eat of such competition, and the general 
attitude of hostility towaid private industry and business on the 

part of the federal government, may have had similaily detiimental 
effects 

Other examples could be given, but those presented above may 
be adequate to suggest that the assumption by the government that 
the capitalistic system could not handle the situation may have led 
to governmental activities which increased the probability that the 
capitalistic system would be unable to operate successfully It is 
impossible to know whether our economic system as a whole was 
actually bettei off by, say, 1940 than it would have been if the fed- 
era government had not assumed lesponsibility foi its opeiation 
n or the promotion of recovciy m 1933 However, it is clear that 
e egree of recovery from depiession which was effected under 
governmental control was disappointing, and that the recovery was 
r trom complete al the outbreak of World War II 
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In evaluating governmental activities and e\penditines winch are 
pioposed for tlie postwar period, sucli as the guaranty of employ- 
ment and the provision of almost complete soaal secuiity, it is not 
enough maely to compare llie gain in satisfactions by the bene- 
fiaaiies of these policies with die loss of satisfaction suffered by the 
taxpayers As in the consideiation of depiession activities and ev- 
pendituies, we must consider the effects on private businesses and 
industries and on die economy as a whole The danger drat these 
expansions in governmental activities and expendituies might lead 
us in die diiection of a planned and controlled economy is fai from 
negligible, for large expenditures foi the pioposed activiues would 
have to be added to the alieady heavy expenditures foi die aimed 
foices, veteians' pensions and benefits, interest on the public debt, 
and the regular operation of governmental depaitments 

Just how large the annual expenditures of the federal government 
wmuld have to be with these new projects included is unceitain, but 
most estimates call for federal expendituies far laiger than diose to 
which W'c have been accustomed in peacetime Whatevei die exact 
amount might be, the laige expenditures would have to be financed 
by means of taxauon if we did not wish to add to the alieady oicr- 
grown federal debt This would call for the continuation of very 
high levels of taxation, which miglit be as lugh as, oi higha than, 
diose that prevailed duiing the latter years of Woild War II 

The point to be made in diis connection is that our economic 
system perhaps could not continue to operate m capitalistic fashion 
in peacetime if the govcinment should find it necessaiy to take a 
laige part of the incomes of individuals and the eainings oi “profits 
of business enterpiises of all types, especially if business entei puses 
were left to bear unassisted die greater pait of any Josses which 
they might encounter. Moreovei, such a situation would be most 
unfavoiable for the expansion of tlie economy and die foundation 
of new entei pi ises based on piivate capital And this discussion of 
public finance ignoies the impoitant diiect question, discussed m 
Chapter 17, of whethei the government could maintain full em- 
ployment and a complete system of social security m any case with- 
out assuming viitually full control over the opeiation of the eco- 
nomic system as a whole r i. r j i 

TaxaUmi tn live Umted States. The tax revenues of the fedaal 
government and othei governmental units in the United States base 
also incieased rapidly in recent years, though not so rapi y as 
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public c\pciKhiuics on the whole In IHIS, the total rc\cnucs ol the 
Icdcial go\cin]ncnl .imountccl to $10,302,000,000 Of this total, 
pcisonal income ta\cs conitibulcd o\cr 'll per cent, toipouilion 
income ta\cs and piofits t i\es about 22 ]icr cent, excise taxes almost 
16 pci cent, soci.il seem it) taxes •'> pci cent, ami estate and gift taxes 
about 2 per cent< Tcdeial icscnucs in 1918 piondcd a welcome 
surjilus abosc total fcdci-al cxpcndituics of $59,326 000,000 
Hie saiious suic gos ernments of the United Slates iccciscd total 
tax reicnucs of $1,233,300,000 in 1915 Of this total, sales and use 
taxes produced 36 9 pci cent, incomes taxes 19 per cent, gasoline 
and motor fuel taxes 16 3 per cent, motor \ chicle licenses 9 5 per 
cent, business licenses 62 pei cent, piopcrt) taxes 5 •! pei cent, and 
inhciiiance, est ite, and gift taxes 3 1 pei cent - laical goseinmcntal 
units m the United States still depend xeiy laigcl) on the general 
propel ty tax, sshich produced 87 3 jici cent of then total tax icsc- 
nucs in 194‘} « Then othci tax icsentics svere deiiscd fiom scattered 
sources, such as other piopcity taxes, business and non-business 
licenses, and poll taxes 

It IS not possible for us to comment in detail on each of the 
sanons t)pcs of taxes which arc used in the United States, but we 
ma) say tlmt, on the whole, taxation in the Uimcd States at picsent 
seems to confoini lalhci well to the piinciplc of abiUi) to pay 
Since about 70 pei cent of the total fcdcial icscnucs aic icccivcd 
fiom taxes which aic at least nominally progicssuc, and since fed- 
eral icscnucs aic sevcial times as huge as those of slate and local 
gos ernments combined, it is possible to conclude that taxation in 
the United States at piescnt is on the whole piogicssive in opcia- 
tton In other ss’ords, the gi eater part of oui total tax levcinic is 
leceived from taxes which take a laigci part of laigc than of small 
incomes 

The Public Debt of the Vmlcd States The taxation system of tlie 
ederal govcinment has been dcfectisc in most recent yeais fiom the 
point of view of fiscal adequacy, and tlic same thing has been tme 
to a lesser extent of die laxauon systems of state and local govein- 
ments in the United States The fcdcial budget was unbalmced 
tom 1931 through 1946, and the annual deficits langed fiom 462 
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million dollais in 1931 to almost 56 billion dollais in 19^3 ’ As a 
lesult, the federal debt s\as incieased rapidly £iom 516,801,000,000 
in 1931 to S-1 8,96 1,000,000 m 1911 at the beginning of the s\ar and 
§269,422,000,000 in 1916 It rested at 5251,168,000,000 in July, 
1948 s 

In our capitalistic economy theie can be no sound objection to 
govei nniental bonoiMng to meet an emeigcncy, when revenues fall 
short As we have said before, if a national emeigency lequiics ev 
pendituies in excess of collectible levenues, tlie federal goicriiment 
would be foolish not to permit its budget to become unb.ilanccd 
When a man needs a suigical operation, he does not hesitate to tall 
in the suigeon mciely because die cost would unbalance his budget 
for that yeai On the odier hand, while the use of sulfa diugs maj 
be indicated for pneumonia, they would scaicely piose benefit lal as 
a steady diet Continuing deficits of many billions of dolbiis per 
yeai may lead to most severe inflationary picssuie if, indeed, they 
do not lesult in the destruction of the government’s credit 

During World War II, our federal goscinmcnt, anxious to make 
total expenditures far in excess of the sums which it was tliought 
possible oi feasible to collect in taxes oi obtain through dncct sales 
of bonds to die people, lesortcd to sales of bonds to the b,inks m 
Older to obtain die necessary funds The banks paid for these bonds 
by a eating demand deposits foi the govei nment to spend In this 
way, the government obtained laigc sums of puirhasing power with- 
out reducing the funds asailable for cmlian spending, and die total 
of go^clnnlcnt and cnilian puicliasing powci became much latcci 
diaii nccessaiy to take oil the maikct at stable puces all the com 
modules and seniccs the economy could pioduce The situation 
which was cieaicd was about as inflationaiy as tliougli paper monc) 
had been punted to finance gosctnmental expenditures, except th it 
people apparently aie not dinen into as great a panic b\ the ci<*' 
tion of demand deposits as b) the pimting of papei inonry \ tie 
mendous inflation of piiccs was axoidcd dining the war jiutod A 
icsoitmg to dncct puce coiuiol and other dentes, but tluw mtas 
tiics mciely postponed the pioblcin to the postwar period and dm 
not eliminate it 
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Another objection to oui rapidly growing public debt tuns to the 
eilect that we shall be passing on to oin childtcn and ginndchildicn 
a staggering burden o£ debt which they \\ ill have to pay, to their 
own great detriment This contention is difTicult to evaluate 
Clearly, in tlie sense o£ ical income, (utuie generations may not 
suffer from a large public debt meuned now If the government 
borrows to buy wheat to feed its starving people, the wheat is taken 
not from the crops of thirty oi fifty years hence, but fiom piesent 
supplies If the goveinment uses boirowed funds to induce faimers 
to plow cotton undei, current crops (and not those which our chil- 
dren will harvest) aie i educed When the goveinment spends bil- 
lions of boi rowed dollars for war goods, it causes a shoitage of con- 
sumers' goods here and noiv, rathei tlian in the more or less indefi- 
nite future 

From the financial point of view, it is certainly tiue that the gov- 
ernment will have to collect taxes in the future in order to pay 
interest on its obligations and possibly to pay part of the principal, 
but at the same time tliesc amounts will be paid to the owneis of 
the goiernnient bonds which represent oui public debt If tlie 
people who own the bonds also pay the taxes, even private indi- 
viduals may “break even” on tlie piocess But whether individuals 
gam, lose, or break even, it is clear that the nation as a whole, in 
paying off the public debt, merely transfers money from one pocket 
to another so long as the entire debt is held within the country 
Such transfeis, it is often argued, should not be very harmful 
On die basis of these and other arguments, some wi iters are in- 
clined to scoff at the idea that our large public debt will give us 
trouble m the future The sue of the debt is a matter of small im- 
portance, since "we owe it to ouiselves” While individual bond- 
holders will need to be paid off from time to time, the piincipal 
sum of the debt as a whole will never have to be paid, and oui only 
concern should be the size of the interest payments m lelation to 
our national income Indeed, some wnters consider it desirable to 
have a continually glowing public debt, on the ground diat large 
governmental expenditures in excess of current revenues will insure 
le existence annually of a total sum of purchasing power laige 
enough to take off the market all the commodities and services 
whidi the economy can produce at full employment If we can keep 
le national income constantly growing, even a total of inteiest pay- 
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ments which steadily increases in absolute size will not be a veiy 
seveie buiden 

However, such a light-hearted attitude toward the future buiden 
of the public debt may be far from completely justified When taxes 
are collected to pay inteiest on the debt or to lepay pnndpal, they 
may be so large in amount or be collected in such ways as to hamper 
and restrain production and employment and impair the effective- 
ness of our productive facilities Indeed, these taxes may contubute 
significantly to a total burden of taxation whicli is so heavy that our 
economic system cannot support it and still opeiate in capitalistic 
fashion. The collection of taxes and payment of inteiest may also 
result in a large and possibly undesirable transfer of income from 
some income groups to others 

Inci eases in the total of fixed income payments in the economy, 
such as antenest payments on government bonds, tend to concentiate 
the risks of the system on those relatively few incomes winch are 
drawn fiom the opeiation of business enterprises and the invest- 
ment of venture capital It has been estimated that the annual 
inteiest on a federal debt of 300 billion dollars would exceed the 
total of mteiest on piivate debts plus rents in a full-employment 
national income, and would equal one-fourth of the total business 
income (dividends, plus income of unincoipoiated businesses plus 
agricultmal income) “ With om banks and otliei finanaal institu- 
tions loaded with government bonds, a general use in interest rates 
which would cause government bonds (with their low fixed rates of 
interest) to depreciate sharply in value would be a matter ofseiious 
concern Finally the political implications of having a large class 
of persons dependent upon interest on govei nment bonds for a con- 
sideiable pait of then income may be anything but favoiable The 
size of the public debt may be a mattei of consideiable impoitance 
in the futuie even if we do “owe it to ourselves ” 


Public Finance under Socialism and Communism 

Public Expenditures The theoiy of modern socialism does not 
have a gi eat deal to offei on the subject of public finance, but it is 
not difficult to make out, at least in a general ivay, what a socialistic 
system of public finance would be like A socialistic economy is not 

0 rinanctng Amettcan Prospenty New YorU TwcntietJi Centiirj rund, 1915, 
pp 138 139 
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one in whidi piivate indiMdii.ils and fiinis jicifoim most economic 
functions and produce most commodities and sei vices, while only 
a few economic functions aie delegated to govcinnicnt Rathci, in 
a socialistic economy, tlie citi/cns icccivc almost all then incomes 


collectively and the government, operating in the name of the 
people as a whole, is the only cnteipnser of an) great significance 
Eicn in ordinary times, the e\pcndituics of a soaalistic government 
w’ould bulk veiy laige in relation to national income, since it ivould 
have to make expenditures for opciating the vaiious industries and 
businesses of the countiy as well as for the carrying on of functions 
which arc oidinaiily regaided as moic strictly governmental Just 
how gmeinmental expenditures w’ould be divided between oidmary 
governmental functions (such as national defense, the operation of 
oidinary govcinmcntal departments, and vaiious social sei vices and 
cultural piojccls) and the function of operating tlie economic system 
of the country cannot be dctei mined on an a piioii basis 
fubhe Revetmes Since the government of a socialistic economy 
would make about all the cxpcndituies necessary foi the opciation 
of the economic system, it would receive as revenue the proceeds 
from the sale of tlie commodities and services turned out M^hether 


It would need to levy any taxes would depend on the manner in 
which the leaders deaded to operate the economic system If the 
government simpl) directed the productive agents of the system into 
national defense activities, vaiious soaal and cultural services, the 
operation of governmental departments, and the production of 
p anned quantities of commodities and services, and on the other 
land took care to pay out to the citizens only sucli amounts of 
money income as were necessary to purchase available quantities 
of consumable economic goods on the market, it would not be 
necessaiy to levy any taxes 

On the other hand, if the government paid out money incomes to 
le citizens which lepresentcd the aggiegate value of all production, 

t *”i^ value of commodities and services which were 

0 e sold to the people but also the value of new productive faab- 
es winch were to remain in goveinmental hands and the value ot 
to services which were to be furnished or rendered 

necesLv^*’^? without direa cliarges m prices, it would then be 
^ ° people to absorb those portions of 

niodih«"*^T^ required to buy available com- 
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action would probably be followed, since it would be desirable to 
have all the economic activities of the system pass thiougli the 
accounting and money mechanisms Fuitheimoie, it would be de- 
siiable to have the citizens know tliat the commodities and sei vices 
whicli they apparently leceive hom the government without chaige 
are leally costly in the sense that tliey lequire the use of scaice 
agents of pioduction, and to keep the people interested m all ac- 
tivities of the government and conscious of them part in goveinmen- 
taJ activities These results would piobabJy be acliieved if the gov- 
ernment paid out large amounts of money income to the people 
and then recovered a part of this income through taxation 
Of course, a part of the excess money incomes of the people could 
be absorbed by selling commodities and services to them at prices 
well in excess of costs, by selling them government bonds, oi by 
inducing them to put surplus funds in governmental savings banks 
However, it is probable that taxation would be used to a gieat ex- 
tent for this purpose A socialistic government would probably use 
taxes of familiar types for theie seems to be no icason foi thinking 
that such a government would be able to invent new kinds of taxes 
which had never occuiied to the hard-pressed leaders of capitalistic 
goveinmcnts Moreover, the familiar principles of taxation would 
seem to be valid for a socialistic system, though the principle of 
equity in the distiibution of the tax bin den among the individual 
citizens would not lequiie the use of highly progiessive taxes for 
raising a large part of the tax levenue of die govcinment Almost 
any kind of taxes could be equitably used in a socialistic system 
Since diffeiences in incomes between individual citizens would be 
relatively small, even a gencial sales tax would bring about ap 
proximately equal buidens of taxation fiom one citizen to anodiei 
We should not be surprised, then, if a socialistic economy employed 
taxes whose use would be condemned in a capitalistic system uith 
Its highly unequal individual incomes 

Public Debt. In a capitalistic system, the expenditmes lequncd to 
peiform the governmental services whicli seem essential in a pai- 
ticular year or senes of years may well exceed the total revenues 
which It IS possible or wise foi the goveinment to try to extract from 
the private incomes of the citizens In a socialistic economy, however, 
die government both peifoims oidinary governmental functions and 
operates the economic system as a whole Being in complete com- 
mand of the situation and handling almost the entire money income 
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and outgo of the countr)', il should alu.i)s be possible foi a social- 
istic goiciniiiciu to balance us budget, if it dcsiicd to do so lialaiic- 
iitg the budget would seem to be moic neatly a pioblcm of 
ai ithmetic than one of jiiibbc finance in the oi dinary sense On the 
olhei band, an unbalanced budget would mean compaiatncly little 
in a socialistic cconomv Siijiposc, lor example, that the taxation 
s)5iein failed to absoib a sufliciciu pail of the money incomes of the 
people and left them with moic than enough money to pm chase all 
aiailable commodities and scnices on the maikct This ivould only 
mean that the indiMdual citi/cns would have moic money than 
they could use in ptiidiasing They could not c\en have the fun of 
bidding up the prices of commodities and sei vices svith tlieit excess 
money incomes Tins situation might cause some dissatisfaction but 
It could baldly he serj sciious Moicosci, a shoitage of revenues 
horn taxation could scaiccly cause the goveinmcnt to ctntail any ol 
the essential functions which it had planned to pciloim 
In similar fashion, a sutphis of icscnue ftom taxation would not 
have much significance In fact, in the large sense, a surplus of 
goieinmcntal lesenucs could scarcely exist The icvcnues of the 
gosernment from all sources could not m general exceed the total 
amount of money income paid out to all the citircns, not could all 
atailablc commodities and scrsices be sold to the ciiircns loi a 
greater total sum of money than that winch was left m then hands 
after paying all taxes to the goicrnnicnt Hoivever, the amounts 
taken from the ciwcns in taxes could be so great as to leave them 
with money incomes which were insiiflicicnt foi the puiposc ol 
ujing all commodities and sei vices avtiilable on the market at the 
prices set upon them by the government This situation might also 
tause dissatisfaction but it could be quickly icmcdicd by adjusting 
the prices of consumable commodities and sei vices on the market 
tid, of course, the fact that tax revenues were larger than usual 
tiould not be expected to stimulate a socialistic goveinment to un- 
dertake any functions other tlian Uiose which had been planned 
In view of the power of a socialistic goveinment to balance its 
leienues and expenditures, it is difficult to sec how it could be 
orced into an extensive program of public boiiowmg On the other 
lan t ere is nothing to pi event such a government from boirow- 
g rom Its citirens if it dcsiied to do so, and governmental borrow- 
g. n It occurred, would probably proceed on the basis of familiar 
niettiQds and practices It would be surpiising i£ the public debt ol 
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a socialistic government eier became as great, relative to national 
wealth and income, as those of most capitalistic governments, and 
It would certainly not grow to the point where it would endangei 
the confidence of the people in the solvency of their goveinment 


Public Finance in Soviet Russia 

The Budget. In Soviet Russia, public finance plays the important 
part which would be expected of it m a socialized economy, and 
the national budget provides for tlie accumulation and distiibution 
of the national income The national budget is in reality a consoli- 
dated budget which provides for the expendituies and levenues of 
federal, lepublic, and local units of government Financial lelation- 
ships between these governmental units are rathei indefinite and 
individual items of expenditute and revenue have been known to 
pass back and forth between tliese units horn one yeai to anothei. 
Tile annual national budget, both with legard to levenues and ex- 
penditures, is closely connected at every point ivitli the annual eco- 
nomic plan, and both aie ordinarily appioved togetlier As time 
has gone on, the national budget has accounted for a greatei and 
gi eater pioportion of the total financial operations of the countiy 
Public Expendituies Both governmental expendituies and leve- 
nues have had an extremely lapid growth in Soviet Russia undei 
the planned economy If the expendituies and levenues of 1928 aie 
taken as 100, those for 1933 amounted to 545 6, those of 1938 to 
1574, those of 1941 to 2676. and those of 1948 to 5058 Though ex- 
penditures and revenues aie stated in tci ms of cuirent rubles of fluc- 
tuating pui chasing power, it is clear tliat changes in the value of tlie 
monetaiy unit cannot have accounted foi any laige p.ut of these 
tremendous incieases in expendituies and levenues Two factois 
have been responsible foi most of the increase First, tlie economic 
activities of tlie countiy have been bi ought moie and moie under 
governmental contiol so that account must be taken of tliem in the 
national budget This is suggested by the fact tliat die i ate of in- 
crease sliown by the budget has been gieatei' than that of national 
income oi retail sales In the second place, die pioductivity of 
Russian industries and the geneial scope of economic activity have 
inci eased gieady ovei the yeais and, since the opeiation of the econ- 
omy is largely in the hands of the government, this increase has been 
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lathci automaiicall)’ rcflcciccl in ilic revenues and cvpcuduuics ol 
die goieinmcnt 

Total govcinnicntal cxpcndituics .unonnted to 307 billion lubles 
in 1915 As might be cvpccicd loi this Mar yeai, c\pcndmirc!> for 
naaonal defense occupied first place in the budget and requned 45 
pel cent of total c\pendiiuies Evpcnditurcs for soaal and cultural 
seivices, including education and tiaimng, public health, physical 
cuJtuie, soaal insuiancc benefits, and olhei items, took second place 
in 1915 and accounted for 21 pei cent of total expcndituies While 
dieie Merc several niinoi sources of funds for soaal and cultuial 
expenditures, die greater pait of these cvpcndiUiics M’as financed 
by appiopnations fiom die national budget 
Thud place in the list of expenditures in 1945 was held by those 
foi the finanang of the national economy, which made up 19 per 
cent of total cxpcndituies Industiits, agiiculturc, forcstiy, transpor- 
tation, posts and telegraph, municipal sen ices, housing, tiade, and 
other branches of economic activity Merc financed very laigcly by 
appiopnations tiom the national budget. The grants made to these 
various fields of activity were fot a considciable numbei of purposes, 
but 90 per cent of all allocations Mere for (1) capital investment, or 
die constntction of pioduclvve capacity, and (2) the endowment of 
new enterprises widi Moiking capital and allocation of supple- 
mentary funds to entei prises already m opciatioiii' Expenditures 
on governmental administration, the court system, and other ordi- 
nary departments of government, plus intcicst on the public debt, 
required 15 per cent of total budget funds in 1945 Total govern- 
mental expendituics m 1948 vvcie scheduled to amount to 388 
billion rubles, of which sum 66 billion rubles, oi 17 pei cent, were 
to go for national defense “ 

Public Revenues Most of the income of the Soviet Russian gov- 
einment— 74 per cent in 1945— is dcuved from the operaUon of the 
national economy rathei than from diicct taxes on die incomes of 
tie individual atizens, tliough some of the principal meUiods ol 
enving income from the operation of the national economy aie 
so ignified by the title of taxes Total govanmental revenues 
mounted to about 307 billion lubles in 1945, and the largest sin<»lc 
enue producer was the turnover tax, which yielded 38 per cent 
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of total revenues Since 1945 was a war year and mteinal trade 
operated on a highly restricted basis, the turnover tax produced a 
much smallei proportion of total levenues than in eailier years In 
1941, for example, it brought in 60 per cent of total levenues 

The turnover tax is applied in simple fashion That is, the final 
prices which the government sets on all kinds of goods include tlie 
basic costs of pioduction, tiansportation, and distribution, tlie 
planned profits, if any, of the pioducing and distributing enter- 
prises, speaal taxes in some cases, and last, but not least, the turn- 
over tax The tax repiesents tlie diffeience between the total cost of 
pioduction of a commodity and the pi ice which it brings as an 
aiticle of general expendituie on the maiket The tax is paid to the 
government but once on each good, either at tlie foim pioduction 
oi the wholesaling level, though the burden falls eventually, of 
couise, on the final consumeis 

The turnover tax is levied on practically all commodities of any 
impoitance, but at widely varying lates In 1945 it made up only 5 
pel cent of the selling price of some commodities, such as non and 
coal, but amounted to 83 per cent of the selling pi ice of vodka. 
Many of the tax rates are, of couise, extiemely high A tui novel 
tax which IS 20 per cent of the selling price increases the cost of the 
good to the consumer by one-fourth, and one of 83 pei cent makes 
the cost to the consumer about six times as gieat as it would have 
been otherwise As the tax has been applied in the past, the con- 
sumers, in buying a kilogiam of biead for 85 kopecks, have paid as 
little as 21]4 kopecks for costs of production and distribution plus 
profits and as much as 633,4 kopecks of tui nover tax Similarly, a 
puce of 4 2 rubles for a kilogram of sugai has at times yieled 63 
kopecks for the producers and 3 57 rubles foi the turnover tax 

The turnover tax has had rather obvious advantages fiom the 
point of view of the Russian government It is simple, it is collected 
quite automatically and with little cost, and it has pioduced tremen- 
Lus amounts of revenue In the early days of the planned economy, 
when most Russian industries weie snuggling and inefficient, a great 
advantage was found in the fact tliat the turnover tax yielded its 
revenue legaidless of whether individual firms and industries were 
efficient or inefficient, had high or low costs of production, and 
made or did not make profits Moieovei, it is sometimes aigued that 


« Statistics on retcni.es in I9« a.e from The Sm»cl Union ihH 
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the ta\ djstiibutcs its buidcn quite justly and equitably among the 
indnidual citi/cns Tins would actually be tiue if all Russian citizens 
received about the same amounts of money income, if they spent 
Mitually all these incomes foi ai ticks subject to the t.i\, and if 
tile ta\ were applied at about the same latc to diflcient commodities 
and different grades of the same commodity 
In actual piacticc, it may be contended that money incomes differ 
enough fiom one individual to anothci in Russia to make the tuin- 
o\er ta\ quite legicssnc in opci.ition If this is tiue, the burden of 
the ta\ IS not distributed accotding to the pi inciplc of ability to pay, 
but falls relatnely moie heavily on persons of small income than on 
persons of large income Tins aigiiment is foi tiffed by othci con- 
siderations The tax falls at htav icst rates on foods and othei articles 
of mass consumption, and it is applied at hcaviei rates to the 
cheaper grades of commodities than to the moie expensive giadcs 
Moieovei, as Russian industiics have been able to incicasc their 
efficiency and lower costs of production, the government has been 
content to allow its tax levenues to inciease instead of loweiing 
puces for the benefit of its needy consumers 
Anothei part of the levenucs derived fiom the national economy 
is produced by the profits tax The part of the final selling pi ices of 
commodities which is icceivcd by tlie pioducing cntci puses is often 
intended to cover not only basic planned costs of pioduction but 
also planned profits Each enteipiisc has a right to ictain a pait of 
Its profits foi such purposes as capital investment, inacase of woik- 
mg capital, and the maintenance of the directors fund, but the 
government also takes a laigc pait of the profits Piofits taxes aie 
payable on tlie actual rather Ilian tlie planned profits of entei pi ises, 
but the rates of the tax, varying fiom 10 to 81 pei cent foi diffeient 
classes of enterprises, are fixed on tlie basis of the financial plans of 
the enterprises in each year Piofits taxes produced 7 pei cent of 
total revenues, much less than the usual piopoition, in 1945 
The rest of the revenues obtained Iiom tlic operation of the 
national economy come from social insuiance taxes (paid entiiely 
by the enterpiises), customs levies, and compulsoiy deliveries in 
kind and other exactions paid by the faimeis Goods imported by 
the state trading monopoly often have taxes applied to them before 
t ley are made available to the domestic economy and these so-called 
customs levies pioduced 9 per cent of total revenues in 1945 The 
A Biykov, The Development of the Soviet Economic System, pp 374 375 
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social insurance taxes yielded 3 per cent of total levenues, and tlie 
tributes exacted from agiiculture yielded 17 per cent of total 
revenues 

Direct taxes on the population aie i datively unimpoitant in the 
Soviet Russian revenue system, yielding some 15 per cent of total 
revenues in 1945 Pait of this levenue came fiom income taxes, 


which were piogressive with respect to the amounts of mcome 
received by individuals and giaduated also with respect to the 
sources of the incomes In other words, a given amount of income 
denved from piivate activities was taxed more heavily than die 
same amount obtained from employment in state or cooperative 
entei prises Anotlier pait of governmental revenues obtained 
directly fiom the population came from die so-called cultural and 
housing welfaie tax Governmental revenues were scheduled to 
reach 428 billion rubles in 1948 

Public Debt Revenues from taxation weie not enough to covet 


total governmental expendituies m 1945, and die Russian govern- 
ment chose to make up the diffeience by public borrowing instead 
of by ina easing taxes Funds obtained by boirowing amounted to 
11 per cent of total levenues Piior to 1940, the Russian government 
did not depend heavily on boirowing from its atizens, and the 
public debt was very small Beioie the end of 1941, howevei, it 
amounted to 47 billion rubles, and by 1946 it was estimated at 167 
billion rubles “ Soviet Russia has virtually no external debt, having 


repudiated the debts of the previous regime. 

Accoiding to die Russian authorities, each issue of government 
bonds IS e^erly snapped up by the people, although inteiest rates 
aie low on the interest-beaiing bonds, while other issues pay no 
interest but lather entitle the owners to partiapate in an annual 
lotteiT in which the total piizes airaided amounted to 4 per cent 
of die face value of die bonds The 12 billion ruble war loan of 
1943 laised 20 billion lubles and the 25 billion luble loan of 1 
realized 29 billions The eagerness of the Russian people to buy 
government bonds is in reality rather artificial In fact, subscriptions 
to bonds may almost be legarded as taxes on which the government 

sees fit to pay interest oi awaid prizes „ j 

When an issue of bonds comes out, a certain share is allotted to 
governmental enterprises, which must pay for the bonds out of their 

MA Yugow. Russia’s Economic Eronl for IVni and Peace, p 135. and Com 
munism In Action, p 88 
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proPits SaMiigs b.inks aic icqtiircd to invest then dcpobils in the 
bonds The bonds aic also sold to the mdisidual citi7cns on .i sup 
poscdly sohimar^ basis, but actually the ciii/cns arc vniually com- 
pelled to biq them In some eases, deductions ol ccitain peiccnugcs 
o£ the uoikers' pay aic made foi this purpose, and in other eases 
they pass resoliuions, at the suggestion of leprcscniativcs ot the 
Communist Party, agreeing to buy the bonds, Howetei, the bonds 
owned by indivuliials can be moitgagcd at the savings banks foi 
pciiods up to si\ months, and they can be bought and sold freely, 
etcept foi spcculaliie pin poses They can be donated and be- 
queathed, and any income dciivcd fiom them is free of taxation 


Public Finance in Biilaw mufci Pa'iltal Socialism 

Public Cxficudituref Changes in the public finances of Biitain, 
since the arrival ot partial socialism under the Labor Government 
in lOln, have been less levolutionary than might have been ex- 
pected Total expendituics of the ceniial govcinment loi 19*18 wcie 
scheduled to be £2,970,000,000 This total icpicstntcd a i eduction 
of about 51 pei cent as compaicd with 19M, but was still between 
three and foui times the total of £833,000,000 spent in 1937 In- 
teicst on the public debt was to absoib almost 17 per cent of total 
expendituies, national defense o\ci 23 pci cent, and civil govcin- 
ment departments and activities ovci 57 pei cent The same func- 
tions icqiiired about 7, 83, and 8 pei cent, icspectively, ol total 
expendumes in 19*14, the last ycai bcfoie the Laboi Pany came 
into powei Expendituics foi 1948 wcie to include £400,000,000 foi 
food subsidies, and these, together with amounts spent on social 
services, meant that the government would be making a conti ibu- 
tion of 24 to 28 shillings a week on the average to each household 
PttWic lievemies Total revenues of the cential govcinment weie 
estimated at £3,765,000,000 in 1948, an inciease of moie than 16 
per cent ovei 1944 and moie than foui times the 1937 total The 
budget sin plus for 1948 was scheduled to be £789,000,000 Income 
taxes weie to furnish about 37 per cent of total revenues, death 
duties a little over 4 pci cent, profits and excess profits taxes about 
7 per cent, and customs duties and excise taxes over 14 pei cent. In 

” AI1 diti on Bniish public linvnce, unless otbcmise noted, aie from Btilmn’c 

“nget New York British InCormation Seiviccs, 1918, pp I 6 
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1944 these types of taxes produced 43, 3, 16, and 33 per cent, respec- 
tively, of total levenues 

The socialist philosophy of the Labor Government may be indi- 
cated by some of the changes which weie made in the tax structure 
foi 1948 In connection with the income tax, the total exemption 
limit was raised fiom £120 to £135 and the eained-income aedit 
was inci eased from one-sixth of earned income (up to £250) to one- 
fifth (up to £400) In 1947, the first £50 of taxable income was 
taxed at 16 per cent, the next £75 at 30 per cent, and the lest at 
the "standard rate” of 45 per cent In 1948, the first £50 was to 
continue to be taxed at 15 per cent, but the 30 per cent rate was 
to apply to the following £200 before the standard rate of 45 pet 
cent applied It was estimated that these changes would relieve some 
500,000 low-paid workers of all income tax payments and lowei the 
payments considerably for many others On the other hand, surtax 
rates were to continue as before, lunning fiom 10 to 52 5 per cent, 
and any income affected by die maximum rate would be paying 


total income tax and surtax of 97 5 per cent 
Another tax development m 1948, whicli may be considered 
socialistic, was the imposition of the special levy on investment 
income This tax, to be paid once and for all, applied only when 
the taxpayer’s total income from all sources exceeded £2000 and his 
investment income exceeded £250 The late of the tax lose from 
10 per cent on the slice of investment income between £250 and 
£500 to 50 per cent on income exceeding £5000 Thus, the combina- 
tion of the speaal levy and income taxes produced rates well over 
100 per cent for certain amounts of investment income received 
by the extiemely well-to do Again, the schedule of purchase taxes 
%vas revised and simplified The maximum rate, on such articles as 
fur coats, was reduced from 125 to 100 pei cent of the wholesale 
puce Other rates used weie 66 7 and 33 3 per cent Theie were 
reductions in the purchase tax on some household goods, and m- 
a eases on high-giade clothes, furnitiue, furnishings, and other 
Items Higher excise taxes on tobacco pioducts and on beei, wines, 
and spirits weie probably due to causes other than the general 
soaahstic philosophy of the goveinment 

The Pubhc Debt. The public debt of the national government ot 
Biitam amounted to £8,144,000,000 m 1938 During Wmld War I 
It increased sharply and reached £24,453,000,000 in 1946- While 
18 The Economic Almanac for 191647, p 353 
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this lepicsentetl a tupling of the debt, the incicasc was much smallci 
than that which occuiicd in the United States and elsewlicie The 
Labor Government did nothing very important in connection witlt 
the public debt betiveen 1945 and 1948 and probably will not in 
tlie futuie The debt is looked on as a latlier peiraanent phenome- 
non in Britain, and people in geneial do not look to the govern- 
ment to pay off Its principal sum Biitain’s economic situation since 
the wai would piobably ha\e kept the goveinmcnt fiom making 
any very sciious inioads in the debt in any case 

Public Finance undei Fascism 

Pubbe Expenditures The Italian government undei fascism was 
not the oniiei and operator of all or most Italian industiics and 
businesses Rather, as undei capitalism, the activities of government 
were superimposed on an economy m which the bulk of economic 
activity was in the hands of piiv’ate individuals and firms In the 
early years of fascism theiefoie, the govemment performed just 
about the same functions that we should expect the govemment of 
any capitalistic economy to pcifoim The budget was balanced and 
tlie heavy deficits of the war and early postwai years weie replaced 
by moderate suipluscs in the fiscal yeais from 1924 to 1930 In this 
geneial era of piosperity, taxes on landed pioperty and business 
vveie lightened, leal estate assessments weie icvised, and the inheri- 
tance tax was abolished The tax base was bioadened and increased 
dnect and indiiect levies weie placed on the incomes of uiban 
and rural workers 

Aftei 1930, the expenditures of the Italian government increased 
model aiely during the great depiession, somewhat moie during the 
war With Ethiopia, and very shaiply indeed as Italy piepared for 
and participated m World War II That is, governmental expendi- 
tuies amounted to 19 6 billion lire in 1929, 23 2 billion lire in 1932. 
33 1 billion lire in 1936, and 96 billion liie m 1941 The chief items 
of expenditure in the depression years were various goveinmental 
aids to business, national defense, and interest on the public debt 

ater on, national defense came to absorb an evei inci easing part 
ot total governmental expenditures Fiom 1936 tlirough 1944, e\- 
4nn national defense and war amounted to appi oximately 

bill P®*" of fotal expenditures of 709 

Jion lire Total goveinmental expenditures in 1943, the last year 
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Of the wai foi Italy, constituted about 80 pei cent of total national 
income 

In the fiscal year ending March 31, 1934, the first full year aftei 
the National Socialist Party came into powei, tlie total e\pendituies 
of the German government amounted to 9 7 billion marks They 
had increased to 25 billion maiks by 1938 In tlie fiscal yeais from 
Apiil, 1939 to Marcli, 1945, the German government spent a total 
of 687 billion maiks, oi an aveiage of 114 5 billion marks per year 
Depression expendituies were impoitant only in the veiy eaily yeais 
of the fascist legime In the yeais just befoie Woild Wai 11, about 
two-thiids of total governmental expenditures iveie foi national 
defense, and war expenditures amounted to 80 pei cent of the total 
in the fiscal yeai 1945 For the period 1939-45, about 75 pei cent 
of total expendituies on the average, or a total of 514 billion marks, 
weie for wai 

Public Revenues The revenues of the Italian government de 
timed flora 20 2 billion liie in 1929 to 18 1 billion liie in 1934, and 
tlien inci eased gradually until a peak of 48 9 billion lire was leached 
in 1943 From 1932 tliiough 1948, governmental revenues fell well 
short of expendituies In 1932 some 60 per cent of total levenues 
came from direct and indiieci taxes on consumption, while the 
income tax yielded only about 20 per cent of total levenues and had 
the added disadvantages of beginning with veiy small incomes and 
pioviding comparativdy low lates in the highei biackets Later m 
the 1930’s, increased revenues depended on higher taxes on con- 
sumption, a newly inuoduced sales tax, and capital levies on the 
value of leal estate, the capital and suipjus of coiporations, and 
the capital of unincorpoiated enterpiises 
From 1936 thiough 1944, governmental levenues amounted to 306 
billion lire, oi almost exactly enough to covei the non-wai expendi- 
tuies of the period,®* with the cost of the war being carried “on the 
cull” During the years of Italy’s paiticipation in Woild War II, 
direct taxes weie pioducing less tlian a quaitei of total levenues, 
while piofits of goveinmental monopolies (tobacco, salt, quinine, 
public lotteiies, matches, automatic lighters, and cigaiette papeis) 

10 rasctsm in Action, p 66 
10 Ibid, p 64 

' 21 C T Schmidt, The Corpoiale Stale in Action, pp 128 129 
i-Tascism in Action, p 66 
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pioduced fiom onc-seventh to one-fifth of the total The rest came 
fiom a host of other ta^cs, licenses, and fees In 1943, diiect taxes 
Yielded 10 8 billion liie, goscinmental monopolies 8 9 billion hie, 
and all the other taxes 17 5 billion lire, out of total levenues of 48 9 


billion hie"’ 

The Italian income tax was of a latliei peculiar diaiaclei Income 
was classified according to the sources fiom which it was derived, 
and then flat lates of tax weic applied to taxable income, icgardless 
of amount, in the various classifications A supplemental y tax was 
levied on family incomes at model ately progiessivc rates Inheiit- 
ance tax rates, on amounts above the exemptions granted, varied 
from 1 to 50 pei cent depending upon the degree of relationship 
between the decedent and his hens, the size of the inheritances, the 
age and civil status of the decedent and the heirs, and other factors 
Transfeis between patents and two or moie of tlieir childien weie 
completely exempt fiom inheiitance taxes Excise taxes weie high, 
and the high prices charged by governmental monopolies yielded 
laige piofits The system as a whole seems to have been highly re- 
gressive in chaiacter®‘ 

Ordinary le venues of the German government increased from 6 6 
billion marks in 1933 to 17 7 billion marks in 1939 and 44 1 billion 
maiks in 1943, before declining moderately in 1944 and 1946 
Othei receipts, including sucli items as war contributions from states 
and communities and occupation costs assessed on occupied teni- 
tones, increased rapidly from 4 5 billion marks in 1940 to 37 billion 
maiks in 1944 Total revenues fell well short of total expenditures 
m all the years of the fascist regime In the early years, income taxes 
pioduced about one-fiftli of all tax revenues This proportion grew 
to one fourth and, at the end of World War II, to moie than one- 
third Taxes on corporate incomes grew from almost nothing to 
nearly one-fouith of total tax levenues The turnover tax produced 
fiom one sixth to one-fifth of the total ovei the whole period, and 
customs duties and excise taxes, which pioduced moie than one- 
third of all tax revenues m 1933, declined to a point where they 
yielded about one-fifth of the total ” 

The amount of income tax an individual paid depended upon 
the size of Ins income, the number of Ins cliildien, and whethei oi 


■’‘ll’id 24Iliid,pp 10 71 

-®/iid,pp 64 65 2<i/6id,p 64 
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not he was a Jew In 1943, the effective lates for unman led persons 
began at 1 per cent on an annual income of 600 maiks and inaeased 
to 66 per cent on an income of 135.700 maiks On the othei hand, 
the lates for peisons with five childien began at 0 3 pei cent on an 
income of 4000 marks and inaeased to 56 per cent on one of 
135,700 marks The coipoiation income tav had been levied at 
the rate of 20 per cent before 1936, was inaeased to 35 per cent lot 
1938, and thereaftei amounted to 40 pei cent An excess piofits tax 
was levied in 1942 at die rate of 25 pei cent for individuals and 30 
per cent for coiporations on all incomes above an exemption which 
could be calculated on any one of five alternative bases 
Inheritance taxes in Germany ran fiom 2 to 60 pei cent accoid- 
mg to the amount of the inheritance and the degree of lelationslnp 
between decedent and heirs The tax rates applied to all inheiit- 
ances above ceitain exemptions which themselves vaiied on the 
basis of degree of relationship The geneial property tax of the 
cential government amounted to 0 5 per cent on the value of all 
property above ladier liberal exemptions The turnovei tax was 
based on gioss receipts from the sale of goods and sei vices It applied 
to about foul -fifths of all tiansactions and was levied at a late of 2 
pel cent in the case of about three-fourths of the taxed turnoveis 
Finally, excise taxes wei e applied to many pi oducts, sucli as tobacco 
and pi oducts, alcoholic beverages, salt, sugar, saccliaiine, inineial 
oils, illuminants, matches, playing caids, and amusements 
Tlie Public Debt With public expenditures exceeding leieniies 
by considerable amounts, the national debts of Italy and Germany 
giew lapidly The fascist regime m Italy inherited a debt of 95 
billion lire and had inaeased it to about 134 billion liie by 1938 
In later years, with revenues coveimg only non-wai expendituies, 
the debt expanded immensely and amounted to ovei one tiilhon 
liie in two yeais after the end of Woild War II In 1938, loui- 
fifths of the debt had been repiesented by government bonds but 
aftei the war about foui -fifths of it was unfunded oi floating 
In Germany, the national debt inaeased bora 12 billion maiks m 
1934 to 34 billion in 1939 and 473 billion at the end ol ^Voild War 
11. Both long-teira obligations and a gieat variety of short-teim obli- 
gations were issued by tlie government, but about foui-fiftlis of .dl 

Ibtd , pp 67 68 
=8 Ibtd , pp 68 69 
it) Ibid jP 73 
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bon owing was short teim towai d the end of the war The govei n 
ment boriowcd heavily fiom the ceniial bank and fiom the com- 
nieicial and savings banks of the countiy All tliiougli the wai, the 
general public was not asked to subsciibc to a wai loan Howevci, 
the govcinmcnt did boiiow diiccUy fiom pioductive enterprises, by 
using such things as tax ciedit ccuificaics and dcliveiy bills in pay- 
ing foi pui chases, and fioni wage caincis through the so called non 
savings plan Woikcrs could specify tliat ccitain nurtibeis of marks 
should be deducted directly fiom their eainings in each pay period 
and placed to then account in credit institutions where they would 
be accessible to the govcinmcnt Tax leductions were granted on 
these iron savings, but they wete not to be withdrawn until aftci the 
war and even then only on a year’s notice 
The continued excess of public expenditures over levenues and 
the rapidly growing debts of the fascist governments might have 
been considered dangeious accoidmg to prewar capitalistic stand- 
ards, but they were not likely to lead to economic breakdowns in 
the closely controlled economics of Italy and Gcimany So long as 
productive facilities, workcis, and neccssaiy materials and lesourccs 
weic available, the fascist economies were likely to continue to func- 
tion about as well as usual undei the strict supervision ol the 
government regardless of the size of the national debt or the lack 
of balance between public cxpendiimcs and icvenucs 


QVZSTIONS 

1 "The functions which are perComed collectively through the govern- 
ment under capitalism rither than by inidviduals are of several 
general kinds ’’ Explain 

2 ‘ The functions of government under capitalism are to be regarded as 
a means of ovcrconiing to some extent tlic deficiencies of the capital- 
istic market and price mechanisms" Show whether you agree 

3 What general principle can you suggest for deciding the number 
and kinds of functions to be delegated to government under capital 
ism? Explain 

4 "Several economic principles vre available tor the guidance of govern- 
ment in setting up a sound s)5tem of taxes in a capitalistic economy " 
Explain 

5 Why have the expenditures of all types of governmental units m the 
United States increased so greatly in recent decades? Explain 

«»rM,pp 72 73 
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C How did the gieat depression following 1929 affect goscrnmental 
functions and e\penditures in the United States’ Evplain 

7 Can tlie functions and expenditures of our various goiernmental 
units be justified on tlie basis of the criterion proposed in the text? 
Explain 

8 Comment on the necessity for the principal depression expenditures 
of our fedetal government dunng the 1930's, in the light of the sug 
gested test for public expenditures 

9 Describe and evaluate the activities and expenditures which are pro- 
posed for the federal government of the United States in tlie postwar 
period 

10. "On tlie whole, taxation in the United States does not conform 
satisfactorily to the principle of ability to pay” Do you agree? Ex 
plain 

II Is It true that the public debt of the United States government is 
certain to be burdcnlcss in the future because "wc owe it to our- 
sehes”? Explain 

12. "There can be no sound objection to financing governmental expend- 
itures through public borrowing" Discuss 

13 “Eten in ordinary' times, the expenditures of a socialistic government 
tvould bulk very large in relation to national income ” Explain 

14 “Whether a socialistic government would need to levy any taxes 
would depend on the manner m which the leaders deaded to operate 
the economic system " Show whether you agiee 

15 "An. unbalanced budget would mean comparatively little m a social- 
istic economy " Do you agree? Explain 

16 Indicate the chief items of exfienditure of the federal government 
of Soviet Russia 

17 “The sales oi turnover tax is not open to as serious objections m 
the sociahrcd economy of Soviet Russia as in capitalistic countries 
Show whether you agree 

18 Criticize the turnover tax employed by the government of Soviet 
Russia 

19 “Direct taxes on individuals play a rather unimportant part in the 
Soviet revenue system ” Explain 

20 Discuss the Soviet Russian policy with respect to public borrowing 

21 What has happened to public expenditures and revenues in Britain 
under paitial socialism? Explain 

22 “Recent changes in the British tax system indicate the soaalistic 
philosophy of the Labor Government ” Do you agree? Explain 

23 "Fascist public finances followed the same pattern m both Italy and 
Germany ” Show whether you agree 

24 How did the tax systems of the fascist countries differ from those oi 
the United States and England during World War 11? Explain 

25 "The size ol the public debts of the German and Italian goiernments 
ivas relatively unimpoitant under fascism Explain 
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EV ALT] ATION OF CAPIT ALISM 


Having completed oui discussion o£ seveial impoUant individual 
phases o£ economic actiMty in the \arious economic systems, we 
shall now attempt to summarize the points ot sttength and weak- 
ness of these systems and evaluate each system as a hole The task 
of evaluation is cN.tiemely complicated E\eiy economic system has 
some stiong points and some iveaknesses, some adsantages and some 
disadvantages, and a general opinion of approval or disappioval can 
be reached only by balancing the favorable and unfavoiable 
processes and results against each other in some ivay No economic 
system is so sausfactoiy tliat all its methods and results can be 
given unqualified appioval 

In evaluating an economic system, it is difficult to concentiate 
attention entirely on economic processes and results and yet the 
consideration of tlie noneconomic institutions and piocesses ivould 
further complicate the task of evaluation If an economic system has 
greatly increased pi oduction and the standards of In ing of its people 
and at the same time has acquired a stiong dictatoiial goveinment 
which strictly regiments the activities of tlie people, how and to 
what extent shall we balance one of these factors against the other? 
If an economic system has gieatly enlarged its educational activities, 
increased the literacy of its people, and impioved the position of 
women, but at the same time has seveiely limited the lehgious 
activities of the people and weakened the familv as a social in- 
stitution, how shall we balance these lesults against each other and 
how shall we relate tliem to the economic accomplishments and 
failures of the system’ Many other kinds of men besides "economic 
men” inhabit the bodies of most individuals, and there aie many 
people who regard the strictly economic accomplishments of a 
country as viitually woithless if they are accompanied by the de 
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struction of lehgious 
cratic government 


libetty or the establishment of a nondemo- 


The piocess of evaluation is made still more difficult by the fact 
Uiat some economic systems which we aie studying aie very young 
or had only shoit careers The Soviet Russian economy has been 
operating only 30 yeais, and it has been functioning under economic 
planning only 20 yeais The Italian economy opeiated only about 
21 years, and the German economy only about 12 years, undei 
fascism Paitial socialism m England is in its fourth year On the 
othei hand, the capitalistic system of the United States has been 
operating independently for 160 years It is usually difficult, in the 
eaily yeais of an economy, to see exactly what it will be like after 
many yeais of development, and there is no completely satisfactoiy 
method of comparing what one economic system has accomplished 
in a few yeais with what another economy has accomplished over 
a much longei peiiod of time 

If a paiticulai type of economic system opeiating in a ceitain 
countiy pioduccs some noteworthy accomplishments and some con- 
spicuous failings. It IS a trying task to sepaiate those results whicli 
may be attiibuted to the type of economic system operated from 
those which have been due to a vaiiety of natuial and other factors 
which would have conditioned die operation of any kind of eco- 
nomic system in the given country If the economy of the United 
States IS deemed to have operated successfully undei capitalism, what 
pait of Its success has been due to the existence of the capitalistic 
system in the country and what part to the large quantities of fertile 
land, abundant natuial resouices, and relatively sparse population 
which might have insuied that almost any kind of economic system 
would have opeiated in the country with at least fan success? What 
pait of the lesults achieved by the Soviet Russian economy can we 
attribute to socialism itself, and what part has been the pioduct of 
various pecuhaiities of the Russian situation? Pei haps socialism 
would have a much better (or much worse) cliance to succeed in 
Gieat Biitain oi the United States 
It IS fai fiom completely satisfactory to try to compaie and 
evaluate economic systems only in geneial terms, and yet it is 
fiequently tiue that important types of statistical data aie eithei un- 
available oi of questionable value The govei nments of some of the 
countiies which we are studying either have not had or have not 
caied to publish statistical data on ceitain vital economic matters 
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Even when they have issued statistics on ccitaiii points, they may 
have put out only the favoiable data and suppiessed the lest, or 
they may have exaggciatcd oi altcicd the figines m oidet to give a 
favoiable impiession of the economic icsults which they have 
achieved As a icsult, in companng and evaluating economic sys- 
tems, we should oidinaiily use statistical data only to gam gencial 
impressions of accomplishment latliei than loi piccise coiiipaiisons 
A final difficulty m evaluating economic systems is found in the 
fact that v\e lack geneially acceptable standaids of evaluation Even 
if v\e had adequate statistical data, if all economies wcie dnectly 
compaiable, if we could gathei togethci and beai in mind all the 
complex attiibutes of the economies, and if we could exclude oi 
appiopi lately include various noneconomic aspects, we should still 
not know vvhethci the results piodticcd by the vaiious economies 
Here good or bad unless we had dcaded what lesults should be 
consideied good or bad for an economic system Manj peisons at- 
tempt to evaluate otlier economic systems by attiibimng to them 
the same goals oi objectives wliicli aie deemed appiopiiate foi the 
United States, and by considciing olhei economics successful if they 
achieve these objectives oi unsuccessful if they fail to achieve them 
This method is not entirely valid, foi different economies may have 
somewhat difleient objectives Clearly, it is not altogethei iaii to 
cruiaze a person for not winning a contest in which he is not even 
entered, oi to ciiticire an economy for not achieving a lesult which 
was no pait of its intention We should not condemn an economy 
as inefficient because it produces a low standard of living £oi its 
people, unless we have reason to think that it is tiying to pioduce a 
high standaicl of living m the period in question In othei woids, we 
should try to relate tlie methods and lesults of eacli economy to its 
own goals and objectives, although there may be no haim in point- 
ing out, where it is tiue, that the objectives sought by some econ- 
omies ate repugnant from the point of view of oui own ethical 
standards 


The Accomplishments of Capitalism 

Production under Capitalism With these difficulties ni mind, we 
proceed to the evaluation of various economic systems, starting with 
capitalism Since there are some diffeiences from one capitalistic sys- 
tem to anotlier, our arguments will be particularly conceined witli 
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the capitalistic system of the United States Our evaluauon of pro- 
duction under capitalism will deal with two questions (1) How suc- 
cessfully does the system adapt its pioducme activities to basic 
human needs and desiies, or, m other words, does the system set out 
to pioduce the things that its people want? (2) Once decisions have 
been made, foi better oi worse, as to the things which should be 
pioduced, how efficiently does tlie system operate in pioducing these 
things^ 

With legard to the fiist of tliese matters, it is quite possible to 
leach a conclusion favoiable to the capitalistic system Its method 
of adapting production to basic human needs and desiies is to leave 
private enterpiisers free to lespond, on the basis of costs, to the 
prices which people are able and willing to pay foi commodities 
and sei vices in the maiket Now tliere is no doubt conceining the 
willingness and ability of produceis to lespond to puces in the 
market One can get almost anything produced if he is able and 
willing to pay enough for it Neither is there much doubt concern- 
ing the ability of puces, in and of themselves, to seive as a medmin 
foi expiessing the lelative strength of human desires foi many 
commodities and services 

The cliief pioblem seems to be whethei various individuals are 
capable of using prices effectively as a means of expiessing their 
needs and desires In a capitalistic system in which individuals have 
widely varying amounts of money income to use in offeiing and 
paying puces and also have some needs and wants which cannot be 
well expressed in terras of prices in the maiket, it is too much to 
expect anything appi caching peifection in this mattei And if puces 
do not expiess accuiately the relative stiengtli of various human 
needs and desiies, then even a complete adaptation of pioduction to 
prices in the maiket will not give us a peilect adaptation of produc- 
tion to these needs and desires Nevei theless, the icsults achieved by 
capitalism in tins mattei may compaie favoiably with those whi^ 
can be attained by any alternative method, as, for example, by 
economic planning 

We should also note briefly here that the capitalistic system 
achieves leasonably good lesults in tins mattei while affoiding the 
individuals of the system a rather high degiee of personal freedom 
It is undoubtedi) a mistake to tliink of economic freedom as sonic 
people do, solely as a means of accomplishing ceitain icsults It k a 
means to other ends, of comse, but it is also an end in itself, and one 
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which IS greatly dcsued by laige numbeis of people And theie is 
a serious question whether some economic system other than capital* 
ism could do better in the matter of adapting production to human 
needs and desires for commodities and sei vices without, m the 
process, placing severe limitations on the economic fieedora of its 
people, and perhaps on their political freedom as well 
Turning now to the othei question of effiaency in pioduction, 
we find that there are many things to be said m favoi of capitalism. 
One of tlie chief accomplishments of oui capitalistic sjstem is found 
m Its tiemendous expansion of pioduction and of economic activi- 
ties m geneial tlirough time Many of our indusUies today have 
outputs whicli aie many times (in some cases, hundieds of times) as 
great as those of se\’eial decades ago, and otlier industries pioduce 
great volumes of commodities today u’hich weie not being pioduced 
at all a few decades ago In view of the fact that, ovei most of the 
life of our capitalistic system to date, tire outstanding economic 
problem has been that of a general shortage of all kinds ol com 
modules and sei vices, this accomplishment in the field of pioduction 
IS not to be taken lightly Even tire seveiest ciitics of capitalism 
admit the desn ability of tlie accomplishments of out system ovei 
most of Its life Capitalism, so it is said, revolutionized the opeiation 
of industry and agiicultuic, modernized tlie backwaid countiies, 
and increased the volume of international trade The aim of the 
capitalistic system was the maximization of output It tiled to ex- 
pand and cheapen pioduction lathei than to lestuct it Business 
depressions slowed up progiess in pioduction only temporanly and, 
while technological changes threw people out of woik at times, the 

rapidly expanding economic system quickly and easily reabsoibed 
them 


This reference to technological change is peitinent Oui capi- 
talistic system did not increase production meiely by using laigei 
quantities of the various productive agents That would have been 
a relatively easy accomplishment Instead, constantly impioving 
machines and raetliods of production have made it possible foi 
given quantities of tlie productive agents to turn out laigei and 
ger quantities of economic goods of all kinds While the lapid 

am K occuired in oui economy must be 

muted to the cliaracter and ability of its people as well as to the 
the ‘ capitalistic system itscll, the system played us pat t m 

development by affording almost boundless oppoitunities loi 
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economic gam to the successful innovators The principles and 
methods of capitalism in the field of production have been so 
efficient and successful that they are used even today in all types ot 
economic systems Formeily capitalistic economies may tuin, for 
various leasons, to socialism or fascism, but their pioductive 
activities continue to be specialized, loundabout, and laige scale, as 
they were undei capitalism, and these economies develop or con- 
tinue to have vertical and horizontal combinations of productive 
establishments compaiable to those which exist in our capitalistic 


economy 

Standaids of Living The gieat ina eases which have taken place 
in production in our capitalistic system have brought impioved 
standards of living to the individual citizens The improved stand 
ards of living have included not only laigei quantities of goods 
foimerly consumed but also an ever-increasing variety of com- 
modities and services The gains in living standards have been 
shared by all classes of citizens, by wage earners as well as by en- 
terprisers, capitalists, and landowners Real wages, foi example, as 
of the yeai 1900 were piobably at least twice as great as they had 
been a centuiy before While it cannot be said that the gams liom 
inci eased production have been shaied at all equally by the vaiioiis 
economic classes of citizens and while it may be tiue that the gulf 
between the incomes and standards of living of the rich and those 
of the pool has expanded instead of diminishing over the years, it 
cannot be denied that all general classes of atizens have gamed as 


the lesult ot the inci easing productivity of our capitalistic system 
The Dish ibution of Income Everyone knows that tlie disti ibution 
of income in our capitalistic system is highly unequal as between 
individuals and families Moi cover, as we have seen and shall note 
again, many unfoitunate results flow fiom this gieat inequality m 
the distiibution of income Howevei, it is quite possible for t e 
ardent suppoiteis of capitalism to make a case for the capita istic 
distiibution of income among persons and families, unequal as it is 
In the fiist place, this inequality is the result of the more or less 
automatic opeiation of the puce system, which sets high puces on 
scaice and highly productive factois of production and low puces 
on moie plenuful and relatively unpioductive factois of pioduction 
Sucli high and low prices for various giades of Productive agcn 
give laige and small incomes lespect.vely to the owners of these 
agents bince the rational use and allocation of tlie productn 
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agents depend upon these maiket-determined puces foi the agents. 

It IS difficult to see how our capitalistic system could operate on tlie 
basis of the price mechanism without pioducing consideiablc inter- 
personal and inter-family inequalities in the distiibution of income 
In the second place, many people aigue that the inequality in the 
distribution of income which is pioduced more m less automatically 
by the operation of the price system under capitalism is desuable in 
Itself In the absence of peifect knowledge as to what human natuie 
is like, ardent supporters of capitalism aie inclined to think that 
most people have a selfish and acquisitive element in tlieir natuies 
and that tlie capitalistic system is more efficient and pioductive than 
any other, precisely because it caters to the acqiusitne uige of the 
people If people are natuially acquisitive, nothing is so likely to 
stimulate them to great industry and efficiency, to impioiement and 
innovation, as the ability or opportunity to secure laige economic 
gains as the reward for conspicuous accomplishments, and any eco- 
nomic system ivliich intends to eliminate oi severely limit difleien- 
tial incomes and replace economic motivation with incentives of 
other types is doomed from the start to inefficiency and stagnation 
These conclusions concerning economic motivation are highly 
controversial and many critics of capitalism would object to them 
strongly Hoivever, observation of our capitalistic system in opera- 
tion indicates that most of the people in most of then economic 
activiues are motivated more strongly by the desire foi economic 
gam than by anything else To what extent the acquisitne behavior 
of people under capitalism is natural and to what extent it is the 
product of the capitalistic institutional enviionment is an oft-debated 
question, but there is no noncapitalistic system in actual operation 
today which furnishes completely convincing evidence that other 
types of incentives can be entirely and effectively substituted for the 
economic under any institutional set-up 'To be suie, differences in 
incomes in Soviet Russia are much smaller, at least before taxation, 
than in oui capitalistic system, but this will not indicate anything 
definite about the effectiveness of other incentives unless and until 
the efficiency and productivity of the Russian citizens approaches 
that of our own 

It IS also sometimes argued that gieat inequality in the distribu- 
tion of income, as it exists under capitalism, is desuable because it 
provides a situation that is ideal foi that rapid and continuous 
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accumulation of capital funds which is so necessary to an efficient 
and piogressive economy As one writei puts it. 


Tlie thesis is that there is one svay, and only one way, that any people, 
in all history, have ever risen from barbarism and poverty to affluence 
and culture, and that is by that concentrated and highly organized system 
of production and exchange that we call Capitalistic, one way, and one 
alone Further that it is solely by the accumulation (and concentration) 
of this Capital, and directly proportional to the amount of this accumu 
lation, that the modern industrial nations have arisen This accumu- 
lation of what we term wealth is largely the achiesemenl of a relatively 
fesv individuals, gifted, for this special purpose, far beyond their fellon's 
and their time In all ages, great merchants and tradeis, great enterprisers 
And this wealth is not, as almost all the earlier economists assumed, 
the product of “labor", nine-tenths of it is directly the product of ma- 
chines, these and these alone made possible the present-day colossal 
aggregate of Capital ^ 

And what is the method, or mechanism, by which all this vast system 
of production and transportation has been created? Virtually, by placing 
tins suiplus, this capital accumulation, largely in the hands of a relatively 
few individuals, with rare gifts for the management and utilization of 
this surplus, all tot the general good The price — the reward to the 
rich and exceptionally capable? A bagatelle The actual "consumption, 
or expenditures of the three or four per cent of the population whom 
tve class as “rich,’’ is so slight as to be of no practical importance All the 
rest of the income of this slender class is immediately turned back into 
industry, for the development of the country and for higher sundards of 
living which an immensely laiger part of the populauon now enjoys 
Deep is the prejudice against avarice, and thirst foi gam And yet 
they are literally the most beneficent forces m modern society Because the 
only possible way that this desire for gam and accumulation, and the 
profit system can be most effectively realized and advanced, is by the in- 
crease in the comforts and enjoyments of the whole populauon, or a 
least of by far die larger part = 


And even the undei privileged aie bettei off than ever befoie 
Accoiding to this opinion, an economy which is to be prosperous, 
efficient, and progressive must make widespiead use of roundabout 
and large-scale methods of production, but these productive meth- 
ods lequire laige amounts of capital If the national income were 
equally divided among the citizens, compaiaiively little saving 
would occur It is estimated that 70 per cent of the people do no 
saving, and that the redistribution of the savings of the rich ivou 


iCarl Snyder, Capitalism the Creator Nev York The Macmillan Company. 
1940, pp 4 6 Rcpnnted by pei mission of the publishers 
2 /bid, pp 7-8 Repiinted by peimission of the publishers 
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gi\e each of the gainfully employed in oiii economy an additional 
nioiithly income of only about S"), uhich .dmost ccitainly ivoiiid not 
be sa\ed ® We must dcjicnd upon the incomes of the rclatncly few 
people of great ucaltli, and especially on the icimcsimcnt of piofits 
in industiy, for the necessary sasmg and oipital fonnition In this 
situation, It IS foiiunaic that iheic is gicat inequality in the dis- 
tribution of income undci capitalism, and that ucalth and income 
aie concentrated in tlic hands of a lelalivcly small numbci of 
people for 

the larger the aciltli and income of these fta- individuals, the greater 
the proportion of profits that is turned back into industry, for mdustnai 
cxpinsion and for die creation of new industries As die maigm of net 
profit IS small and prccmmis, never tends to hnul profits or lo reduce 
them IS inimical to the conitmicd growth of the country and opposed to 
the best interest of the vvhole population Finally, as tlic highest rate of 
savings IS from the largest fortunes, it follows tint until we can devise a 
more clficicnt system, the greater the concentration of income die greater 
the capital supply, and therefore, the greater the gam in national well- 
beings 

It also appears to be true, according to this line of aigiiment, that 
there is substantial harmony between the mtciesls of tlic gient 
masses of woikcrs and those of the relatively few individuals who 
receive large incomes The ridi piospcr only by benefiting the 
masses and by adding to the comfoiis and enyoyments of vnuially 
the whole population, while die wages and standards of living of 
the vvorkcis aic higher than they would be otherwise because of the 
activities of the licit in saving and investing laige poitions of then 
incomes 


The average wage paid per wage earner has risen steadily and propor- 
tionately, with the “value added” and with the physical volume of 
manufactures The ratio of wages to the total value of product has not 
materially changed in the last eighty years The enure increase m average 
'age per wage earner, or in real wages, has been due dirctly to one factor 
to one alone the growth in capital investment This must be so, 
cause wages are paid out of product, and the larger product per worker 
been wholly due to the increased application of machinery The 
crease in mecliamcal equipment was possible only because of the m- 
bod^ f" supply of capital Therefore, the wellbeing of the great 
has been improved solely through the provision of an 
quite supply of capital for investment s 

143 

^ RcpTintcd by pormmion of the publishers 
* P 127 Reprinted by permission of the publishers 
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Thus It seems that wages are not influenced by custom, bargaining 
power, cost of living, the capitalist oi employer, the wage earner or 
labor union, sentiment oi law They depend upon tlie average piod- 
uct per worker — a function of the amount of capital and the stage 
of mechanical development *' Moreover, 

If higher wages come solely from increased production, if increased 
production comes solely from additional capital, and if this capital is 
derived almost wholly from profits, it must follow that the highest rate 
of profits will promote the greatest progress and increase of wages" 

From this point of view, it is not difficult to conclude that the 
people who do not make out very well under capitalism and who 
are not satisfied with the way m which the system operates are the 
incapable, the inefficient, the moions, and the deielicts® These 
ne’er-do-wells realize that their income status is unsatisfactory, and 
they aie unwilling to believe that the difficulty may he within them- 
selves Therefore, they blame the capitalistic system foi then trou- 
bles and naively imagine that they would be much better off undei 
some other system It is also easy to conclude horn this point of view 
tliat the enactment of legislation or the formation of labor unions 
for the puipose of raising the wages and improving the economic 
status of the woikers is somewhat unfoitunate Since ma easing 
wages through time depend upon the large incomes and savings of 
the owneis and managers of industry, attempts to get highei wages 
in the present by forcing owners and managers in effect to share 
their incomes with the workeis tend to kill the goose tliat lays the 
golden eggs 

Freedom and AutomaUcity At this point we may note m greatei 
detail than foimerly that our capitalistic economy is credited with 
providing a gieat degree of poliucal and economic fieedom for the 
individual citizens In the minds of many people, capitalism is a 
synonym for democracy, while soaalism oi fascism inevitably im 
phes dictatoiship In practice, of course, neithei the goveinment o 
the United States noi that of any other capitalistic countiy is neces 
sarily qualified to seive as a model of political demociacy, but ti^ 
fact remains that in the past the only semblances of democratic gov- 
einment woitliy of the name have been found in countries whicn 
also opeiated under capitalism It is tiue that modern socialists, m 

BIbtd,p 168 

T Ibul , p M3 Reprinted by permission of the publisners 
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describing the conditions wliiclt t\ould picvail in then ideal system, 
contend that the government would be highly dcmociatic in chai ac- 
tor, but in tins mattci we may well hold that “seeing is believing,” 
for the govcinmcnis of all actually opcialing noncapilahsiic sys- 
tems, wlietlicr socialistic oi otheiwise, have been essentially dicta- 
torial and undemocratic \Vhat the govcinmcnt o£ Gicat Biitain 
will be like, when us socialistic system has had mote time to develop, 
remains to be seen 

The individual also enjoys a gicat measure oE economic Eiccdom 
in our capitalistic system Except in the case of activities which aic 
deemed undesirable by common consent, lie is free to puisuc his 
own ends in his own ways He is fiec to become a business entci- 
piiscr m any type oE business oi field of economic activity winch 
appeals to him, oi , if he is unable to sii ike out foi himself, he may 
at least choose freely among all the occupations for which he is 
qualified However great the amount of wealth and income which 
he may acqunc by legitimate inccins, he may be sure that he will be 
protected m its use and enjoyment There is no legal limn on the 
dcgice ol economic advancement which he may attain "While he is 
limited by various environmental conditions and by his own talents 
and abilities, it is pei fcctly possible for him to start his economic 
earner poor and insignificant and to end it rich and influential And 
he may pass his wealth on to Ins hens, subject to taxes which are 
imposed by various governmental units 
Since these conditions picvail for individuals, it may be said that 
our capitalistic economy as a whole opeiatcs freely and automati- 
cally No individual oi small board oi commission oE individuals is 
clothed with the powei to determine the kinds and quantities of 
economic goods whicli are to be produced in the system, tlie way in 
which the various productive agents aie to be allocated or distiibu- 
ted among the various industries and fields of pioductivc activity, 
the manner m which the immediately available stocks of consumers’ 
g^s are to be distributed among consumeis, and the total quantity 
of each reproducible agent of pioducuon which is to be available in 
the long run Decisions on all these important economic matters are 
made by individuals, to be sure, but by large numbeis of individuals 
an on the basis of price relationships rather than on the basis of 
^ itrary authority The total decisions on all these points are 
^ ere y the aggregate of the decisions which individuals make on the 
asis of price relationships, and our capitalistic economy is pte- 
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pared, in general, to accept the total economic lesults pioduced by 
these deasions as good, not because they are necessarily more nearly 
pel feet than any odier results wludi could be produced but because 
they are produced fieely and automatically 
Moreover, it may be argued that oui capitalistic system, besides 
working freely and automatically, does operate on the ivliole to 
furnish the individual citizens with the kinds and quantities of eco- 
nomic goods which they desiie, m so far as the prices which mdi- 
viduals are willing and able to pay foi various goods on tlie maiket 
give a true indication of then basic desiies And the capitahstic 
system is flexible, in that its productive activities adjust tliemselves 
latliei quickly and piecisely to the changing desires of consumeis as 
expressed tliiough the puce medianism It is doubtful if any eco 
nomic system whidi opeiates on the basis of governmental contiol 
or economic planning can be as flexible as the capitalistic system 
On the other hand, it is possible for the government of oui capitalis- 
tic system to step in with needed lestrictions and refoims in cases 
in which the lesults produced by the automatic operation of the 
system are in pait unacceptable to die atizens as a ivhole Even tlie 
critics of our system admit diat it is possible for our government to 
achieve some ledistiibution of wealtii and income thiough taxation, 
to reduce the cultural gap between diffeient levels of the popula 
tion, and to impiove living standards for the underprivileged The 
activities of government have not made our capitalistic system per- 
fect, but they have kept many people from starving and fiom living 
under what the socialists call conditions of revolung and brutalizmg 


poverty, miseiy, and destitution 

The lecunence of severe business depressions also injects a highly 
discoidant note into die geneial melody of automaticity and fle^- 
bility undei capitalism Howevei satisfactoiy or unsatisfactory c 
lesults produced by our capitahstic system when operating at u 
blast may be, the fact lemains that it is subject to diese periodic 
breakdowns or depiessions and that these bieakdowns produce a 
host of unfortunate results m terms of unemployment for million 
of woikeis, the failuie of thousands of banks and business concerns, 
and warehouses gioaning with stocks of goods iihile the wants o 
millions of consumeis clamor foi satisfaction Howeier, the araen 
supporceis of capitalism claim that, in then expanding and pm 
gicssive economy, business depiessions slow activities down omy 
tcmpoianly and are to be legaided as a kind of “gi owing pai 
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They contend further that business depressions are not inheient in 
the natuie of the capitalistic economy as such In some cases, they 
regard depressions as due to the opeiation of factois which we have 
not yet subjugated but may some day bring undei control Thus, 
some people consida depiessions to be caused wholly oi largely by 
the ovei expansion of bank a edit and accompanying wild specula- 
tion— faaors which may be eliminated readily by tlie development 
of wise banking policy In other cases, depiessions aie attiibuted to 
more or less uncontrollable factors, but it is contended that these 
same factors would remain uncontrollable m any type of economic 
system If depiessions are the result of die mistakes that aie made m 
pioducmg on a roundabout and large-scale basis in anticipauon ot 
demand, the same difficulties would be encounteied m any economy 
which did not wish to give up these methods ot pioduction 

Failures and Weaknesses of Capitalism 

Adapting Production to Human Needs and Desires The chief 
criticisms of our capitalistic system, in connection with adapting 
production to basic human needs and desires, center around three 
points In the first place, it is held that prices in the market do not 
measure accurately either tlie needs and desiies of the citizens as 
consumers or the real costs of production Inequality in the distri- 
bution of income is the factor which keeps prices from indicating 
accurately the relative strength of the citizens' desires foi various 
Commodities and services It mak« the critics’ blood bod to see a 
rich family mth its 50 automobiles while poor people cannot even 
get shoes for their own transportation, to see tlie nch living m their 
million dollar mansions while the poor live in unbelievably squalid 
slums, and to see tlie rich lavishing mink coats and air-conditioned 
dog houses on their pets while the pooi cannot command adequate 
amounts of food and clothing 

The behavior of capitalistic enterprisers in turning out luxuries 
or the ncli befove necessities for the poor is not necessarily illogical 
or uneconomic It is simply wrong If, on tlie basis of cost-price rela- 
lonships, it IS moie profitable to produce luxuries and tiivialities 
or the rich than to devote tlie same quantities of pioductive agents 
0 turning out greater quantities of common necessities and cora- 
orts for the masses, capitalistic entcipusers as such cannot be 
amed for the productive decisions ivhich they actually make The 
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fault lies with the tiemendous inequality in the distribution of 
money income which makes it possible foi the rich to offer higher 
and moi e profitable prices foi luxui les and trivialities than persons 
of small income can offer foi the ordinary necessities and comforts 
of life The adaptation of pioduction to prices in the market does 
not pioduce an accurate adaptation of pioduction to human needs 
and desires under gieat inequality in the distribution of money 
income 

The point in connection with costs is that ceitam social costs may 
result fiom the operation of an industry oi business and yet find no 
representation in the market The opeiation of an enterprise may 
be injurious to the health of its workeis It may dischaige wastes 
which pollute stieams and kill fish, it may emit smoke, soot, and 
grime which will be costly to the citizens of the community in a 
vaiiety of ways Unwise consumption of its products may increase 
the costs of local goveinment (as excessive use of liquoi may riquiie 
the employment of moie policemen and judges) If enterprisers base 
pioductive decisions solely on the relations of prices and costs in the 
maiket, many articles may be produced and sold which would not 
be if the prices charged had to include the full social costs of pio- 
duction. 

Having seen that some human needs and desires, and some costs, 
are not accurately represented by prices in the market, we nou note 
again that some human desiies cannot be expressed at all in terms 
of prices The things most commonly mentioned in this connection 
are the negative preferences of the citizens and some of their more 
complex positive wants In the maiket it is easy to bid foi the things 
you want produced but impossible to bid against the things whose 
production you would like to see discontinued, except by refusing 
to buy Similaily, the desire of people for greater social security oi a 
higher level of public health cannot be readily expiessed in terms 
of paces on tlie maiket 

These a iticisms would be valid even if production under capital 
ism were always perfectly adjusted to prices in the maiket, but it is 
also tiue, of couise, that this adjustment is neser complete Once 
agents of production aie tied up m paiticular fields of pioduction. 

It may be some time before enterprisers, even given the best of 
intentions, can adjust their production to the dianged desires o 
consumers Pioduction is always in the piocess of getting adjusie 
to prices in the market, but full adjustment is never icached Tor 
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all these reasons, the adaptation of production to basic human 
needs and desires is always far from perfect m our capitalistic 
system 

The Efficiency of Production The critics of our capitalistic system 
do not deny the great increases in the total volume of production 
which have occurred in the United States ovei the years Neither do 
they deny that great technological progiess has occuired nor that 
more efficient productive methods and principles have been devel- 
oped However, they do contend that our economic system is not 
neaily so productive as it should be Some critics estimate that the 
productivity of our system is usually not over 50 per cent of what it 
might be, and that our national income in terms of commodities 
and services could be doubled or more than doubled without any 
increase occurring in the quantities of productive agents at our 
disposal ” Another estimate of a few years ago had it that the full 
use of available productive resources would provide the average 
family of four persons in this country with an income of $4400 per 
year at 1929 prices “ 

Just how far short of full efficiency our productive system falls 
may properly be a matter of dispute, but the events of recent yeais 
make it rather obvious that there is something wrong with our pio- 
ductive system as it ordinarily operates After struggling along with 
a nauonal income of 41 7 billion dollars in 1932 and one of 72 5 
billion dollars in 1939, our economic system, undei the stress of 
wartime conditions, passed a miracle and turned out a national 
income of 182 to 183 billion dollars in 1944 and 1945 A part of 
this great increase in the national income was accounted foi by the 
changing value of money and the rising general puce level, but by 
far the greater part of it represented a genuine increase m physical 
production, even though many of the goods produced weie not 
available or suitable for civilian consumption Our citizens are 
surely entitled to wonder why, if our productive resources can be 
made to produce a large national income in wartime, they cannot 
e to turn out a comparable volume of commodities and 
services with some regularity in times of peace 


"“’'“I- 
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mZTt ineffectiveness of oui pioductive system « due to 

abuse nAh^^’ ^ which is the lestriction of production and 
abuse of the profit motive by business enterpriseis with monopoly 
or quasi-monopoly poxveis Profits, tvhich result fiom the dispant 
e ween prices and costs, are supposed to be a regulatoi of piodufr 
ive activity under capitalism Laige positive profits in the Lduc- 
ton and sale of a particulai economic good indicate that the output 
of that good needs to be expanded on the basis of effective demand 
m the market, and capitalistic enterpuseis, under the stimulus of 
t lese pio ts, are expected to expand output and, if necessary, then 
plant and pioductive faciliues until the volume of the good which 
appeals on the market is more adequate and the large profits are 
eliminated Conversely, the existence of negative piofits, or losses, 
suggest that a certain economic good is cunently being oversupplied 
on the basis of effective demand in the market, and the losses are 
expected to eliminate some enteipnscis and cause others to reduce 
their outputs until the market supply of the good is once more 
adjusted to the maiket demand and the losses are eliminated 
Under this ideal opeiation of the pioductive system, positive 
profits appear as unimpu table suiplus income for the enterpusets 
who leceive them, but their tempoiary existence can be tolciated in 
view of the lesults which they pioduce In actual piactice, however, 
many capitalistic enteipnseis have learned, accoiding to the critics, 
that they can make moie money by lestncting output and chaiging 
high prices, ci-en undei relauvely favorable market conditions, than 
they can by maximizing output That is, gieatei net incomes can 
often be obtained by producing and selling a small number of units 
of a good at a high price per unit than by pioduang and selling 
many units at a lower price pei unit This seems to involve nothing 
moie than the familiar principle that a firm which has any degree 
of monopoly control over the market foi its pioduct is likely to stop 
output at the point where marginal revenue is equal to marginal 
cost, instead of going on to the laiger output at which price is equal 
to marginal cost 

It IS safe to conclude that such firms, other things being equal, 
will pioduce smaller outputs than films in a strictly competitive 


situation Howevei, since other things aie not alwavs equal by any 
means, we should not jump to the conclusion that w*e could leach 
an ideal situation by attempting to put down firms wuth vaiymg 
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doiKS ot monopoly powc. H. fa cNomplc, dm aoiomobde mdm 
Oy tad boon in the hands ol a diousnnd 01 so small compcuuvc 
firms for the last lew decades, instead of being laigely OTiitrollcd by 
a few great fims, it is far fiom certain that we should be getting 
today larger quantities than we do of bcttci automobiles at loim 
puces In some industries, pioducuon can best be earned on by 
raihei large films, and no one may think it worth while to oiganize 
such firms unless thcie is some assuiancc that a dcgicc of contio 
ovci the maiket can be att.uncd, since otherwise the laige necessary 


investment might be deemed too iisky . . v 

Vmtsed Capacity a»d Duplication of Fncilitics According to the 
critics, our capitalistic productive system is less efficient tlian it 
should be because of a vaiicty of so called competitive u'astcs Foi 
example, thcie aie large quantities of unused plant and equipment 
m our economy at most times The idle productive capacity in 27 
selected manufactuiing industiics in the United States ranged from 
2 per cent in the manufactuic of dairy pioducts to 55 per cent in 
locomotive manufacture in 1929, accoiding to a leading estimate 


Foi manufacturing as a whole, uniutlired productive capacity 
amounted to 17 pci cent of the total in 1929 and averaged 20 per 
cent for the period from 1925 through 1929 « Even these figures are 
considered woeful undei estimates by some critics because they are 
based on an extremely piospcrous peiiod, they leave out the pio- 
ductive capacities of enterprises which were compleiely idle in 1929, 
and they aie based on “piactical capacity” (or utilization usual 
unUei capitiihstic conditions) rather than rated capacity If the esti* 
mates of idle capacity are corrected for these factois, it is held that 
productive facilities in oui manufacturing industiies weie actually 
utilized only to the extent of 50 to 57 per cent in the ten-year period 


from 1925 through 1934^'^ 


Such idle capacity is often referred to as overcapacity or excess 
capacity, but xt is not really excess capacity in the most fundamental 
sense, since all the goods which these idle productive facilities could 
have produced would probably have been eagerly consumed by the 
atizens Of course, the great amount of idle capacity in the five 
years from 1929 through 1934 was the result of the great depiession, 
but how can we account for large unused facilities in prosperous 


^-E G Nourse and associates, Amenrit’s Capacity to Pioiiuee Washington 
The Broolmgs Institution, 1934, p 307 

Viiga, Tivo Syslemi New York International Publishers, 1939, pp 46 51 
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years? The common explanation is in terms of die competitive 
organiyation of industiies Each enteipiise thinks that it has to be 
leady to handle not only its usual volume of business but also any 
business which it may succeed in getting away fiom its compeutois 
When each enterpiise plans in this fashion, tlieie tends to be idle 
productive capacity in the industiy as a whole, and theie is a tend 
ency for competitive industries in general to “ovei shoot the maik” 
Even when no productive facilities actually stand idle, theie may 
be consideiable duplication of facilities in a particular industry or 
business Thus we often see a half dozen grocery stores struggling 
to get along in a small town wheie the enuie volume of business 
could be handled by two stores, gasoline filling stations on all four 
coineis of some busy intersections, and the wagons or tiucks of a 
dozen dairies serving the same aty block with milk and othei piod- 
ucts. with each vehicle stopping only at an occasional house It is 
sometimes suggested that out entire needs for gasoline could be 
satisfied by one-third of the filling stations tliat we actually have and 
that there is an overinvestment of more than a billion dollars in 
this business Idle pioductive capaaty and duplication of produc- 
tive facilities are closely related phases of the same problem, and 
both are often attributed to tlie competitive organization of indus 
tiies and businesses in our capitalistic system These factois also 
result in a waste of labor even in good times, although cyclical un 
employment is the most important phase of the problem of idle 
labor 

Undue Proliferation of Styles, Shapes, Sizes, and Colors of Goodi 
A second competitive waste is found in excessive varieties of goods, 
or what is called undue piolifeiation of styles, shapes, sizes, and 
colois In the United States some years ago, if a man wanted to 
build a buck house, he could have his choice of 75 kinds of lace 
buck and 44 kinds of common buck If, in the spiing, he wanted to 
do a little painting, he could choose horn 4S0 vaiieties of paint and 
\ainish blushes If he wanted a new loof on his house, theie iieic 
60 kinds of roofing slate Foi fencing in his yard, he could choose 
from 552 vaiieties of woven wire fencing For his home worksiiop, 
he could select from among 1351 kinds of files and rasps There iicrc 
441 vaiieties of staple vitieom china plumbing fixtuies foi bunging 
the bathioom up to date He could wear some one of 36,845 vane- 
ties of men’s hats and one of 278,000 vaucties of mens suits He 
could use any one of 42,877 kinds of solid section steel windows in 
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constuKUng his Cactovy, and do his chopping with some one of 
991,840 1 'aucties of axes Finally, if he weaned tiom all these activi- 
ties, he could lest on any one of 78 varieties of beds, spiings, and 
matti esses 

Many things can be said about tins pioblem No one wants to 
eliminate vaiiety entiicly A leasonable mnnbcr of vaiieties of each 
kind of goods would be desiiable in any economic system Much can 
be done and has been done about the problem of undue piolifeia- 
tion e\en within our tiaditional capitalistic system However, undue 
piohfeiation is admittedly wasteful, foi laige quantities of a few 
laiieties of goods can almost always be pioduced more clicaply than 
small quantities of a laige number of varieties Finally, undue pro- 
lifeiation is attiibutcd very laigely to tlic eHoits of competing enter- 
puses to sell then goods and gam customers It would not be ex- 
pected to be much of a pioblem if each industiy were operated by 
a piivate monopoly or by the govcinment 

JVasteftil Adverttstng Ciitics of oui capitalistic system complain 
bitterly about the wastefulness of competitive adveitising Some 
adieuising is appioved as educational oi informative, that is, it 
advises the consumer conceinmg new goods, new uses of old goods, 
01 the times and places at which speaal baigains will be available 
However, much of the adveitising in our system is competitive oi 
combative (some say nine-tenths of the total is of this vaiicty) and is 
designed to sell one pioducei's vaiicty of a particular good instead 
of another pioducer's brand Advertising of tins sort, if it docs not 
increase the total sales of all the brands of a product and if con- 
sumers do not by chance derive greater satisfactions from the brands 
to which they slnlt than from those wliicli they used to consume, is 
irasteful m that one pioducer’s gam is another pioducei’s loss Such 
advertising may not be wasteful from the point of view of indi- 
vidual enterprises, foi presumably one enterprise needs to adveruse 
if other enterprises do, but from the broad soaal point of view it 
amounts to an unwise use of society’s resources, according to the 
Clitics 1£ all gasoline, for example, were produced and sold by a 
governmental monopoly, there would be no reason for the industry 
to maintain as many closely similar brands as we now have and 
spend millions of dollais in advertising each biand 

of these figures ire from Stinrt Clnse, The Tiagedy of Waste New 
The Mncmillm Company, 1925, pp 168 169 
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Competitive Exploitation of Natural Resources Finally, our capi 
tahstic productive system is critiazed for its wasteful competitive 
exploitation of natuial lesources In the case of bituminous coal, we 
have been told that, foi every ton which we bring to tlie suiface of 
the ground, another ton is left behind, forevei beyond oui leach 
This result has occuned because opeiatois "cream the mines” by 
following the iich seams of coal and taking out only that which is 
leadily accessible The mines are abandoned befoie the poorer 


seams are utilized, and eventually the roof of the mine collapses in 
many cases, so that the remaining coal, which once would have been 
merely difficult to take out, becomes practically impossible to obtain 
These lesults are attributed to the competitive organization of the 
industry That is, if one mine operator attempted to get out all the 
coal, while others continued to take out only the iichest and most 
accessible seams, he would have higher costs of production than tlie 
competing enterprises and might well be forced out of business 
While creaming the mines may be a sound competitive practice, it is 


extremely wasteful fiom the social point of view 
Competitive waste is also common in the exploitation of petio 
leum resources Because of peculiarities of geological foimation, the 
oil in a particular underground pool does not seem to caie ivhose 
well It goes up If one landowner in an oil field puts down a well 
and other neighboring landowners do not, he may be able to obtain 
not only the oil which lies under his land but also tliat which lies 
undei his neighbois’ lands Hence, the discovery of oil in a particu 
lai aiea has often been a signal for all landowneis in the legion to 
stait dulling wells in the hope of getting the oil to the suilace 
befoie others could capture it As a lesult, while one well for eadi 
eight acres of land is on the average most suitable for eflicient 
exploitation, we have often had one well foi each two acres of land 
and m some cases the wells have been so numerous diat they often 
almost touched each othei This mattei of having too many wells 
has not only led to a wasteful duplication of pioductive facilities 
but has also been wasteful of oil The natural picssure which would 
othei wise have forced most of the oil to the suiface has been dissi- 
pated, mechanical pumping of the oil has had to be »nde. taken at 
an early date, and oil sands have become flooded with wati^ At 
time, It was estimated that we were wasting tJiice bands of oil 
every- one we actually obtained Howevei, m moic modern times, 
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we have found ways to incicase the effectiveness of esploitation in 
some of oui newly discoieied oil fields 
Similar wastes, too numerous to discuss, have esistcd and still 
exist in die use of otliei natural resouices, both those which aie 
replaceable and those which aic not The waste of replaceable 
natural lesources is not so sciious as the waste of such icsouiccs as 
oil and coal winch cannot be replaced, but it is impoi tant ncvei the- 
less And these wastes aie attiibutable very laigely to the competi- 
tive exploitation of the icsources Most of them either would not 
exist or would be gieatly minimized undci social exploitation 
Coinpettitve Wastes and Motiopohstic Wastes. We should note in 
passing that the wastes which result fiom the abuse of the piofit 
motoe and those wliicli result fiom the competitive oiganization of 
pioduciive activity aie to a gieat extent antiUietical We do not 
mean that both types of waste cannot exist at the same time in our 
economic system, but i ather that the increase of one of these types 
of waste tends to dimmish the importance of the other For exam- 
ple, if all industries and businesses m oui system were perfectly com- 
petitive, the wastes of competition might readi a maximum, but m 
that case there would be no abuse of the profit motive or restriction 
of production That is, in a perfectly competitive industiy, it is im- 
possible for one enteipiisei to lestnct pioduction and raise puces, 
since he is producing exactly tlie same good as other enterpnseis 
and IS too small a part of the industry to affect prices by his actions 
either m increasing or decreasing pioduction If he cuts his output 
m half, he merely receives the same price as ever per unit of piod- 
«ct and has only half as many goods as foimeily to sell Since no 
one can get rich in this way, it is dear that it requires some degiee 
0 monopoly control in older to be able to abuse the profit motive 
y restricting output On the otlier hand, if each industiy or busi- 
ness were in the hands of a single monopolistic concern, there might 
be much restriction of output and abuse of the profit motive but 
ere could be no truly compeuuve wastes A monopolist might 
ake mistakes m deciding upon the quantities of productive facih- 
Jes which he should set up, but there would be no competitive 
up ication of facilities, no wasteful advertising of essentially simi- 

brands, and no undue competitive proliferation of 
styles and varieties of goods 

described as competitive do not really 
rom pure competition K all enterprisers in an industry pro- 



596 


COMPARATIVE ECONOMIC SYSTEMS 


duce exactly the same economic goods so tliat the customer is per 
fectly indiffeient as to which producei’s goods he gets, theie is no 
leason foi any one enteiprisei to try to gain business by advertising 
ins particular goods In similar fashion, the undue prohfeiation of 
styles and varieties of goods suggests monopolistic competition 
rather than puie competition The fact of the mattei seems to be 
that all of these types of waste exist to some extent at the same time, 
while none of them are developed to the greatest possible extent 
Economic Instability The cntiasms of oui capitalistic piodiictnc 
system whicli we have already discussed seem to be valid even nlien 
tire system is operating very well, but we should also remember tliat 
It operates mucli bettei at some times than at others In other 
words, Its opeiation involves large cyclical swings in economic activ- 
ity witli business booms followed by business depressions, and our 
major business depiessions are extiemely serious affairs From 1929 
to 1932, the national income of the United States declined horn 

582.691.000. 000 to 540,089,000,000, tire number of employed peisons 
decreased from 35,501,000 to 26,195,000, the index number of nidus 
trial production (1923-25 = 100) fell from 119 to 64, and the index 
number of wholesale prices computed by the Bureau of Labor Sta- 
tistics declined fiom 95 4 to 64 8 The gross farm income of Uie conn 
try declined from 512,791,000,000 to 55,562,000.000, our mtci national 
tiade fell from 59,640,000,000 to 52.934,000,000 in terms of merchan 
dise, and the ton-miles of height orried by oui laihoads decreiised 
from 450,189,000,000 to 235,309,000,000 The loans and discounts 
of all active banks fell from 541,433,100,000 to 528,089,900- 
000, the deposits of these banks from 553,244,700,000 to $}1,12C,- 

800.000, securities issued horn 511,592,200,000 to 51,730,300,000, 
stock puces from an average of 5311 90 to one of 580 88 per sliaic, 
biokers’ loans from 58,549,000,000 to 5244,000,000, and stock sales 
on the New Yoik Stock Exdiange from 1,125,000,000 to 425,000,000 
shales Industrial and comma cial failuies inci eased horn 22.90 
to 31,822, and the number of unemployed inci eased from a million 
oi so to aiound 15,000,000 

These bieakdonns m the economic activity of oui s)siem am 
an untold amount of miscrj^ and suffeiing, and most citi/cns of this 
counm' bore some marks of the 1929-32 ratastrophe foi scici jc-iu 
thereafter Suicl) no productne system can be considered full> wn 
cient which eierj fen jcais has to take a protracted varation 

isTlicsc din lie from the StnUsttcal Sbsltacl of Ihr VnWd 'iMrt 1 
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wliidi It operates at a [i action ol its noimal rate in the face ol 
unemployed men and rcsomccs and a whole host ol human wants 
clamoring foi satisfaction Howevei, business bicakdowns oi dcpies- 
sions should be emphasucd as a distmctue weakness of capitalism 
only if they seem to be peculiar to this type of economic system 
Unfoitunately this seems to be the case, as we noted in Chap- 
tei 17 Whichever may be the specific economic factois which should 
be stiesscd as gcnciating or cumulative factois in connection with 
booms and dcpicssions, it seems clcai that, from the bioad point of 
\iew, business c)clcs result in our system from the combination of 
modem methods of pioduction and cvcliange (sucli as roundabout, 
specialwed, and laigc-scale production m anticipation of demand) 
iMth the institutions of capitalism, including freedom of enterprise, 
prnate propeity, economic motivation, competition, and the money 
and piice system Modem methods of pioduction and exchange ap- 
paiently cause no business cycle uoublc in the absence of capitalistic 
institutions (as, for example, in tlie case of Soviet Russia), and the 
institutions of capitalism apparently caused vciy little business cycle 
tioublc until modern methods of production and exchange had 
de\elopcd 

To summaiire our previous discussion of the point, roundabout, 
speciaJired, and laigc scale pioduction m anticipation of demand 
makes foi ficquent and seveie depressions in our economy because 
our capitalistic institutions make it certain that no one will adjust 
and coordinate the results produced by various mdusttics and fields 
of economic activity or plan the final economic lesults which our 
sj'stem as a whole should pioduce Maladjustments of widespiead 
significance must occur in this situation no matter how carefully 
individuals may plan tlicii own small parts of economic activity 
Moreover, since the capitalistic system depends for its operation on 
the competitive activities of millions of individuals who aie seeking 
to enlarge tlieir incomes and foDow their own self-interest, theie is 
a stiong tendency for economic acuvities to be expanded horn time 
to Ume to an extent which is unsuited to the prevailing distribution 
of money income Finally, the combination of capitalistic institu-' 
tions and methods pioduces, according to the ciitics, a fundamental * ' 
Wh interests between individuals and society as a whole 
bile the interests of society as a whole demand not merely a con- 
s ant but rather a continually expanding volume of productive 
activity and employment, the interests of private enteipnsers. when 
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faced with the actual or piospective disappearance of "piofits,” 
demand fiom time to time that these enterprisers letrench, curtail 
producuon, dischaige workers, stop buying materials and supplies, 
and so on These activities of business enterpiiseis opeiate cumu- 
latively to pioduce depression conditions Noncapitahstic econo 
mies, such as that proposed by socialists, might have a numbei of 
economic weaknesses or problems to handle which do not concein 
us under capitalism, but on this one matter of business cycles it 
appears that they may have an advantage That is, as we shall see 
later, a closely conti oiled economic system operating on tlie basis 
of economic planning should be able to avoid booms and depres- 
sions if the planners desire veiy much to do so 
On the whole, the various weaknesses of capitalistic production 
should be allowed to qualify to some extent the impression of tre- 
mendous efficiency which we gam from the great increases in the 
volume of pioduction and improvements in methods of pioduction 
which have occuned in our capitalistic system over the years While 
the system has given us both inci easing quantities and greater varie- 
ties of goods, the impiovement in oui standards of living has not 
been nearly so great as it might have been Moreover, while the 
standaids of living of all levels of the population have improved, 
the disparity in incomes as between the poor and the rich has not 
necessarily been lessened 

The Distribution of Income and Capital Foimation It is impossi- 
ble to give wholehearted approval to the arguments in favor of the 
great inequality in the distiibution of income which prevails in 
our capitalistic system which are based on die effectiveness of this 
inequality for purposes of saving and capital formation We may 
admit, of course, that an economy which aims to be prospeious, 
efficient, and progressive needs to' make use of roundabout, laige* 
scale, and specialized methods of production and that these produc- 
tive mediods require large amounts of capital We may even admit 
that most of the saving and capital formation which has actually 
occurred in our capitalistic system has been due to the activities of 
persons with large incomes, and that the total volume of savings in 
our system might well be mucli smaller dian it now is if the national 
income weie equally divided among the citizens and all peisons 
weie left perfectly free to save or not to save 

On Che other hand, it does not seem very meaningful to say, as 
some people do, that we should lack something like 90 pel cent 
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of oiu piescnt volume of production if u u’cie not foi tlie capital 
supply wliicli has been accumulated ovci the ycais One could just 
as readilj say that wc should lack 100 pci cent of our piesent 
volume of production if it wcic not for the supply of laboi at our 
disposal Since the national income is pioduced by the cooperation 
of all the productive agents, it is an unprofitable pastime to try to 
attribute most of the total to any one productive agent Again, it 
does not seem to be soictly true that we can have saving and capital 
formation only Iiy haiing great inequality in income distiibiUion so 
that the rich may sate large poitions of their incomes In tlie Soviet 
Russian economy in the last twenty ycais, saving and capital forma- 
tion have ocaitied at a rate which has equalled or cKccllcd any 
rate which we have achieved in our capitalistic system, and they 
hate occuned w'lthout any great inequality evisting in the distribu- 
tion of income among persons Of couise, the Russian development 
has depended upon gotcrnmental control of the process of saving 
and capital formation, and governmental intervention would almost 
certainly be required to pioduce an adequate volume of saving and 
capital formation in our capitalistic system jf the national income 
were rather equally divided While such governmental intcivcntion 
would be repugnant to many persons, we should icmembei that our 
government already intervenes in the process of saving and capital 
formation upon occasion and that such intervention may be less 
undesiiablc than some of the results produced by the gieat inequal- 
ity in income distribution on which we now rely for saving and 
capital formation 

It is the notion that we must be dependent upon the incomes of 
the rich for saving and capital formation which is responsible foi 
such statements as "the greater the concentration of income, die 
greater the gam in national well-being" or "the highest rate of 
profits Will promote the greatest progress and increase of wages ’’ 

here is no doubt that wages have increased with the growth of 
capital investment, but it is impossible to prove that these gams m 
wages would not have occurred if a large part of the national in- 
come had not been concentrated in the hands of a i datively small 
number of persons Moreover, the statement that wages have in- 
cased with the growth of capital investment should not be taken 
mean that the workers have received all the gains from the 
growth of capital investment, for it tells us nothing about how the 
gams have been divided among the various social groups 
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It does not seem wise to assume blithely that our capitalistic sys 
tern m practice operates automatically to produce wages for workeis 
which are equal to the woikeis' contnbution to value-product in 
their respective industries and occupations In many cases, labor 
oiganizations and social legislation may be necessary to insure that 
workers will receive wages which even approximate the value of 
their services And if by chance the workeis, undei the operation of 
labor organizations or social legislation, receive as wages a pait of 
the income which would otherwise have been appiopiiated by the 
owners of industries, there is no certainty that in the long lun the 
well-being of the woikeis or of soaety as a whole ivill suffei thereby 
We cannot even be sure that the volume of saving and capital for- 
mation would decline in this situation, and, even if it did, the work- 
ers as a whole might gam rather than lose as a lesult Any decline 
in production and wages resulting from a i educed rate of saving 
and investment might be more than offset by other factors The 
workers, smce they would receive more adequate incomes, would 
be leheved of some of the terrible economic insecurity which now 
operates as a diag on their effiaency and productivity They would 
receive enough of the necessities and comforts of life so that they 
could pioduce to the limits of their abilities Those woikers who 
are now, because of ceitain envnonmental factors, confined to occu- 
pations in which wages aie low would in many cases be able to 
obtain the education and training necessaiy to peimit them to ad 
vance to more productive occupations in which wages are 
On the basis of these considerations, many ciitics of capitabsm hold 
that the notion that nothing should be done whidi might mteifere 
with the process of saving and capital foimation is simply fetishism 
As one wiiter says 


To put the matter m general terms, there are good grounds for 
hevine- that, as things noiv are. the modern community could acliiev 
highef standard of productivity and ceuamly of happiness, if. even 
the risk of a substantial decline in the rate of growth of its mater 
(capital) equipment, it devoted more of its resources to iraproung 
quality of its men and women w 

If this IS true, it seems neither accuiate nor fair to say that those 
who aie not satisfied with then lot under capitalism are the incap. - 
, ble, the inefficient, the moions, and the derelicts t 

10 j Wedgwood, T/ie jOcrmomics of /fi/ientance London George R S 

Sons, Ltd , 1929, pp 37-38 
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Income DtsUibiiUon and Incenttves In our capitalistic system, 
most people behave acquisitively in most of their economic activi- 
ties, and the incentive of economic gam seems to be moic powciEul 
than any othei incentnes in inducing industiy, cfTicicncy, and pio 
duciivity In tins situation, the fact that our capitalistic distribution 
of income permits e\tiemely large icwaids to be leceivcd foi un- 
usual ccoiionnc accomplishment undoubtedly furnishes a stioiig 
stimulus to many pa sons Howevci, it is the oppoitunity to receive 
differential economic gams winch furnishes the stimulus and not 
tlie fact that income is aheady latgely conccntiatcd in the hands of 
lelativcly few persons (hcfoic taxation) Moreo\er, it is easy to jump 
to the dubious conclusion that acquisitiveness is a fundamental and 
unchanging part of human natuic instead of maely a traditional 
and customaiy way of behaving undci capiLilistic auspices The con- 
clusion that acquisitiveness is inhcicnt in human nature and that 
any economic system which does not cater to it by providing laigc 
differentials in individual incomes is foredoomed to failui e cannot 
be fully accepted until we see how well those economic systems, 
wluch rely laigely on othei types of motivation, can opciate m 
pracuce 

The Results of Inequahly It may be well at this point to review 
the objections whicli are brought against the inequality which pie- 
t'ails in the distribution of income in om capitalistic system ” Such 
inequality is said to be wasteful at both ends of the distribution 
Many families at tlie loivei end of tlic scale receive such small in- 
comes that they are unable to obtain tlie commodities and services, 
and attain the level of economic security, which will peimit the 
Workers to function at the full efficiency of which they would other- 
wise be capable And the unfoi tunate results of extremely low in- 
comes are often carried ovei fiom one gcneiation to another At the 
other end of the income scale there are persons who receive large 
incomes fiom property and consume heavily but make no personal 
contribution to production Great inequality is also said to be waste- 
ful because it prevents the citnens of the nation fiom obtaining the 
greatest possible aggregate of satisfactions fiom the consumption of 
a given-sized national income, and because it plays a pait, thiough 
le ovei saving of the rich, in bringing on business depressions We 
ave already noted that there is nothing about a stable degree of 
inequality m the distribution of income wluch necessauly predis- 
These objections were presented in some detml in Chapter 16 
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poses an economy to have business depressions, but, if tlie degree of 
inequality inci eases significantly in a major period of prospeiity, 
this change may play a pait in bunging on maladjustment and de 
piession 

These ciiticisms of inequality suggest tliat it results in waste and 
inefficiency, but there me other critiasms which contend that in 
equality is wrong One sucli criticism points to the part which in 
equality plays in bringing about the misguidance of production and 
in pi eventing the adaptation of pioduction to basic human needs 
and desires, as we noted earlier m the present chapter Another 
suggests tliat inequality in income and wealth is bad because it leads 
to inequality before die law, in political affairs and relationships 
With government, in education and cultuie, in social status, and in 
business opportunities 

Finally, the great inequality in income disuibution which we 
have IS said to be bad because it lesults to such a large extent fiom 
the receipt of uneained income by various persons Gieat differ- 
entials in income would not be appioved even if tliey weie entirely 
earned and deserved, but the fact that many laige incomes contain 
considerable amounts of unearned income makes them seem still 
worse fiom the point of view of the critics of capitalism By un- 
earned income is meant, for one thing, economic rent The fact that 
some individuals or their ancestois have been fortunate or astute 
enough to appropiiate the land whicli was originally a fiee gift of 
nature and are now legally entitled to exact a toll called economic 
lent from all those who would use tlieir land constitutes no social 
justification of lent Since oui national land supply would be just 
as large and of just as good quality as at present even if piivate 
individuals were not allowed to own it and diarge rent for its use, 
economic lent as a piivate income is legarded as socially unneces- 
sary and uneained 

The interest received on inhented capital funds and investments 
IS also often considered uneained In view of the need of any eco 
nomic system foi an adequate supply, of capital, there may be some 
social justification for the payment of inteiest to persons who actu- 
ally save a poition of their money incomes and make capital forma- 
tion possible, even though not all peisons leally need an incentive 
(in the form of inteiest) in older to save But there is no excuse to 
allow persons to reap where they have not sown by receiving interest 
on capital which someone else has accumulated However, in de- 
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fense of tins type of income it is often aigucd that the .institution of 
inheiitdiiLC would be destioyed foi all practical pui poses if one’s 
hens could not deiive income from iiilieiitcd wealth and, since one 
of the leading incentives to saving and capital foimation is alleged 
to be found in tlie desiie to piotide for one’s hens and dependents, 
tlie destiuction of inhciitance ivould intctfeie sevciely with the 
process of saving and capital formation This may or may not be 
tiue As a piactical matter, it would be veiy difficult to prove, foi 
many persons without wives oi cliildien seem to be just as acquisi- 
tive and just as anxious to save and pile up laige fortunes as other 
individuals ivho have large numbeis of heirs and dependents How- 
ever, as a practical mattei, it would be virtually impossible to ar- 
range things so that interest would continue to be paid on the direct 
savings of living individuals and would not be paid to individuals 
whose capital had been inheiited, unless we wanted to do away 
uitli inheiitance altogethei Monopoly profits, nepotic salaiies, 
speculative gams, and income horn vaiious types of financial jug- 
glery and chicanery aie other types of income ivhich are classified 
as unearned by many critics of capitalism All in all, we see that our 
capitalisuc distiibution of income is under heavy fire 
Preedom and Automattaty Finally, m considering the alleged 
weaknesses of our capitalistic system, we must refer again to the 
questions of freedom and automaticity Nominally, each individual 
has a great amount of economic and (usually) political freedom 
under capitalism Actually, accoiding to the ctiUcs, the poor man is 
never fiee He is not free to seek a better job, to claim the wage he is 
worth, or to command even a minimum wage for a decent existence 
He does not dare to speak his own mind freely, to function as a 
apokesnian for his fellows, or even to join a laboi organization in 
many cases Poorly educated as he is, the constant pressuie of press, 
radio, theater, and moving pictures leaves him unable even to form 
an intelligent opinion of the march of events Legally, he has free- 
om of enterprise and can become an enterpriser m almost any field 
°f ^‘^^^vity, but from the economic point of view Ins chance 

ot becoming an enterpriser is one in a thousand, if not one in several 
lousand Legally, he has freedom to select his occupation fiom 
among the many which he might fill, but economically, as our sys- 
em actually operates, he is lucky to have one job, let alone a choice 
occupations Legally, he is entitled to the protection of society m 
e enjoyment of any amount of wealth and income, however large. 
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which he may accumulate Economically, die cliances are much 
against his ever acquiring large amounts of wealth or income The 
great captain of industiy says "Come," and thousands of people 
have jobs He says "Go,” and the same thousands aie jobless and 
must depend upon cliarity or lehef for their maintenance If diis be 
fieedom, say the aitics, it is the fieedom to starve lathei than to 
earn a fair living 

The situation with regard to political fieedom is not much better, 
sort IS said Nominally, theie is political equality m oui capitahsuc 
system Actually, the government is himly, if indirectly, undei the 
contiol of the rich and powerful, ivho see to it that die government 
makes no concessions to the masses wlncli will leally jeopardize the 
position of the powers-that-be Once in four years or oftener, the 
great masses of citizens get a chance to elect the holders of public 
offices, but the opposing candidates are always as nearly alike as 
Tweedledum and Tweedledee All that die voters can do leally 
IS to decide whicli repiesentative of the iich and powerful shall hold 
office during the next teim In the meantime, the captains of in 
dustry and finance continue to control die government through 
their pressuie gioups, their lobbying and other influence on legisla- 
tion, dieii influence on elections, their ability to fight unfavorable 
laws through the courts, and so on And at the same time, the cap 
tains of industry and finance, dirough then direct or indiiect con 
tiol of press and ladio, manage to convince the common people that 
diey want what diey are getting TIiis picture may be overdrawn by 
the Clitics, but It lUustiates the difficulty of maintaining political 
equality in the midst of economic and social inequality 

It is also dangeious to conclude that the capitalistic system as a 
whole works freely and automatically, independent of control by 
any individuals or small groups of individuals We aie familiar, o 
couise, with the way in which oui capitalistic economy is supposed 
to operate on the basis of puce lelationships, but in its actual func- 
tioning It IS a pool approximation of the ideal theoietical model 
Actually, the owneiship and contiol of productive wealdi, and 
hence of productive decisions, are in the hands of a i datively small 
numbei of individuals, according to the critics Cm poiauons now 
contiol around two-tliiids of Uie toul volume of business in the 
United States and own almost 80 per cent of all business ivealth 
Moieover, the owneiship of corporate wealth is concentmted m the 
hands of a small mimbei of large corporations In 193/. the 
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largest corpoiations owned about 45 pci cent o£ all corpoiate 
wealth, though tlicy amounted to less than 0 1 per cent o£ the total 
number o£ corpoiations ^Ve had 34 “billion-dollai” coi potations 
m the United States Eaclt o£ tlie two largest o£ these corporations 
(the Metiopoluan Life Insurance Company and the Ameiican Tele- 
phone and Telegiaph Company) had largei total assets titan any of 
38 of our states The number oE bilhon-dollar corporations in- 
creased to 43 duiing ^Voild ^Var II In 1936, the 200 largest non- 
ftnancial coiporations had total assets of over $75,000,000,000, and 
the 50 largest finanaal corporations had total assets of some §35,- 
000,000,000, a total of §110,000,000,000 or close to onc-third of the 
national wealtli*® Corporate tncoroe is concentrated m similar 
fashion In 1937, 248 corporations received 40 per cent of the total 
net income of all corporations, though tliey made up only 0 I per 
cent of tlie total numbei of coiporations witli incomes 
It IS sometimes aigued that tins conccntiation of corpoiate wealth 
and income is not veiy significant, since the laige corporations 
themselves are owned by very large numbers of stockholdeis How- 
ever, in spite of having numcious stockholders, most corporations 
are controlled by a relatively small number of individuals, and even 
corporate oivnership is not nearly so widespread as is popularly 
supposed For example, it has been estimated tliat one-half of all 
dividends paid in tlie United States are received by stockholders 
who make up less than 1 per cent of all American stockholders 
The tendency seems to be in the duection of gieater rathei than 
less concentiation of corporate wealtli and income, for tlie large 
corpoiations seem to get larger since they do the greater pait of 
corporate saving In 1937, tlie corporations witli assets of §1,000,000 
01 more made up only 5 per cent of a group of nonfinancial cor- 
porations studied, but tliey made 88 per cent of the savings of all 
these coiporations “ 

When ive lealn^e that the large corporations of the country are 
moie 01 less closely intei connected by interlocking directoiates and 

^*TcmpQrar) National Economic Commitlec, Tinal Stalemmt of Josebh C 
0 Mahoney, p 7 if 

. '“^^Oonal Resources Commitiee, The Structure of the American Zconomy 
' Gosernment Pnntine Office, ISTO, pp 274 276 and 298 

Niuonal ELonomic Committee Final Statement of Senator 
Joseph C O'Mahoney, p 8 
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interest groups, and that the influential individuals in control of 
these coiporations often play an impoitant pait in controlling tlie 
goveinment and the public opinion of the country, we can under- 
stand why some critics allege that there is a substantial degiee of 
monopoly control over our whole economic system exercised by a 
1 datively small and closely coopeiative group of individuals In 
such a situation, so it is said, we can haidly expect that consumers’ 
decisions will determine the kinds and quantities of economic goods 
to be pi oduced, or other important economic matters The men in 
charge of our large businesses deade the kinds and quantities of 
economic goods to be produced and tlien, by advertising and other 
foims of cajoleiy and persuasion, get the consumers to want the 
goods whidi are made available for tliem The same individuals 
quite natuially make tlie most impoitant economic decisions with 
legard to the volume of savii^ and investment, the allocation of 
productive agents among industiies and fields of economic activity, 
and othei matters Thus, our actually opeiating capitalistic system 
IS said to differ sharply fiom the ideal theoietical model with its 
automaticity and flexibility 

Conclusion So ends oui piesentation of the assets and liabilities, 
or points of strength and weakness, of our capitalistic system What 
conclusion should we reach in the end concei ning capitalism? This 
IS really a mattei foi each individual to decide, but there are certain 
considerations which may be advanced As everyone knows, our 
capitalistic system and othei s like it have been undei heavy fire in 
lecent yeais and especially since 1929 Most of the ciitics admit tliat 
oui capitalistic system was a wondeiful institution in its day, but 
assert tliat it has now outlived its usefulness A capitalistic system 
is said to be well adapted to tlie development and expansion of 
economic activity in a young counuy but it is incapable of dealing 
satisfactorily with conditions in a “matuie economy" in whidi theic 
IS no longei any fronuei and in wlucli tlieie are no new industries 
lequiiing development This line of argument receives considerable 
support in times of seveie depression, but it is difficult foi many 
people to believe that our economy has reached the ultimate limits 
of possible growth and that theie will be no new industiies in the 
futuie which will both lequne development in themselves and 

stimulate the rest of the economy 

It IS also sometimes said that our modem capitalistic system 
suffers from the “passing of the business enterpriser ” With so many 
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of om mdustiies opciatcd by coipoiations, business opeiations have 
been leduced lo loutinc, and hued managers have taken the place 
of the old entcrpiiseis In the caily days of capitalism, the entci- 
pnsei nas really an "enterprising” fellow, who saw visions and 
dreamt dreams, discovered possibilities of economic development 
which were unsuspected oi unappieaated by the oidinaiy obsei vers, 
secured the pioductive agents necessary for his new undei takings, 
and gave tlie entcrpiises his pcisonal supei vision and management, 
inspired by hopes of direct economic gam It is held that the ability 
to peifoim these functions, though always rare enough, is lapidly 
disappearing in the modem age Of course, it may be pointed out 
that the response w'hicli oui economy was able to make to the de- 
mands of total ivar in recent years was magnificent and indicated 
that there may yet be considei able life in the old economic system 
On the othei hand, it would be answered by the critics of capital- 
ism that our accomplishments of the wai peuod were due in laige 
measure to the temporary abandonment of tlie traditional capital- 
istic mode of opeiation and to the centralization of wide poweis foi 
economic planning and production control in the hands of the 
federal government While the argument is by no means wholly 
convincing, it would be held by some people that oui wartime 
experiences leally indicated the meats of a planned and contiolled 
rather than a capitalistic type of economic organization 
However, one embarrassing question remains to be answered If 
we were convinced that oui capitalistic system had become out- 
moded and needed to be replaced with some other type of system, 
where should we turn to find a more desirable alternative? The 
most common answei to this question is, of course, found in the 
economic system proposed by modern socialists As we shall see 
later, die ideal theoretical socialisuc economy seems both fairly 
attractive and rather superior on the whole to actually opeiatmg 
capitalism, but we must not foiget that the ideal theoietical system 
m capitalism would be considered by most people to be superior 
to actually operating socialism The question of whether actually 
operating socialism is superioi to actually operating capitalism re- 
mains to be answered Most people would probably be satisfied that 
e economic experiences of Soviet Russia have not as yet indicated 
ny superiority for actually operating socialism in comparison with 
c own economy What the British may accomplish over a long 
period of yeais with their system of partial socialism cannot be 
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foreseen accurately at tlie present time, but there was relatneh 
little about the opeiation of this hybrid economy from 1915 to 
1948 to surest that it would make tlic peifect replacement for 
capitalism 

If our economic system has a greater per capita productivity with 
given amounts of productive lesources tlian any othei acliialh 
operating type of economic system, shall we abandon it because our 
productive system involves ceitain wastes and falls shoit of tlieoicti 
cal standards of peifection? Shall we abandon our economic system 
because it is subject to business cycles, even if oui unloitunatc citi- 
zens on relief have higher standaids of living than man) full-time 
woikers in other types of economic systems? Shall we abandon our 
economic system because of its extreme inequality in the distiiliu 
tion of income, if almost all oui workers have standards of living 
higher than those which the workers enjoy m otlier systems in which 
tlie national income is distiibiited witli greater equality? IVheic, 
after all, is the actually operating economic system which piodurcs 
more desii able economic results, on the whole, than oui own? Argu- 
ments of this sort may not be wholly logical, but thcie can he no 
doubt that many of us will be convinced by them and mil fall barf 
on the old proposition that “seeing is believing " That is until we 
can see other economic systems operating in a fashion which inch 
cates clearly their economic superioiity in compaiison with our 
capitalistic sj'stem, most Americans will probably be content to get 
along with what tliey have 


QuarioNS 

"The task of evaluating an) economic sjstcin as a whole is txtreinth 
difTictilt and complicated ” Explain 

"Our capitalisuc economy, operaung on the basis of tlie price * 
nisni, does a well-nigh perfect job of adapting production to in-ic 
human needs and desires” Show whetlier sou agiec 
"Once decisions have been reached as to wint commoditici < 
sen ices should be produced our capitalistic cconomi 
produce these goods with great tincitnc) ” Do sou agree' -xp 
"The supporters of capitalism produce scvml arguments ‘ 
of tlie grcit incquaht) in the distribution of ineonie whicli chanit 

I7CS our s)siem " Explain md 

■Our capitalistic cconoms furnishes a large nieastirc of 
economic freedom for the inrfividinl citirens Shov whether 
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6 "Our cipitalistic s)sicm js desirable because it works [rcely and auto- 
matically” Disaiss 

7 Why do suppoiicrs o( our capitalistic system argue that business 
c>'cles arc not inherent m die nature of that system? Lvplain 

8 “IVhile admitting its accomplishments in the field of production, 
critics of our capitalistic system contend that it is not nearly so 
productive as it should be ” E\plain 

9 “The critics hold that our capitalistic system docs a very poor job of 
adapting production to basic human needs and desires ” Why? 

10 “The cITicicnq' of our capitalistic productive system is not nearly so 
great as it should be” Guc at least tlucc good arguments in support 
of this proposition 

11 What do critics mean when tliey refer to the abuse of the profit mo- 
tile in our capitalistic sjstcm? 

12 Describe the so called competitive uastes of oiii capitalistic system 

13 A soaahst says "In the capitalistic system of the United States, en 
terpnsers abuse the profit motive and indulge in many types of com- 
petitive wastes Both of these developments are increasing m magni 
tude IS time goes on " Criticize this statement 

11 Should great inequality in the distribution of income under capital- 
ism be approved on the ground that such inequality is favorable to 
saving and capital formation? Explain 

15 Summarize the objections which arc brought against the great in- 
equality which prevails in the distribution of income in our capi- 
talistic svstera 

16 Why do critics of our capitalistic system argue that most individuals 
enjoy very little economic and political freedom in that system? 

17 "The conclusion that our capiulistic system operates freely and auto- 
matically, independent of control by any individuals or small groups 
of mdividinls, is at least partly unsound " Show whether you agree 

18 WTiat conclusion do you reach in the end concerning the desirability 
of our capitalistic system? Explain 



CHAPTER 23 


EVALl] ATlOli OF SOCIALISM 


In consideung the desii ability or undesii ability of the economic 
system pioposed by modem soaalists, it is not entirely satisfactory 
merely to evaluate tlie socialistic economy as a going concern For 
many persons, the answer to the question of whether socialism is 
desiiable would depend upon the methods by which it is proposed 
tliat we pass from capitalism to socialism as well as upon what 
a socialistic economy would be like after w’e had reached it 

The Transition from Capitalism to Socialism 

The Dangeis of Revolution The issue of revolution veistis evolu- 
tion IS an impoitant one in connection with the transition fiom 
capitalism to socialism There are some socialists, though they are 
piobably in the minoiity in the United States, who think that social- 
ism can be achieved only by i evolution, or violent overthrow of the 
existing capitalistic system These socialists aie not necessarily any 
more bloodtlnrsty than the others, but they appaiently feel that 
tlieie IS no real chance foi a peaceful, orderly, evolutionary transi- 
tion, because the capitalist class is strong and well defended and 
there seems to be no satisfactory agency available for molding 
pubhc opinion so that the ciuzens will want socialism and will vote 

it into power 

On the other hand, there is no doubt that revolution (in the sense 
of violent overthiow of tlie existing system) is a dangerous and un- 
satisfactory method of transition It would be likely to involve much 
destruction of wealth and loss of life Under these conditions, and 
especially if many of oui leading managers and enteipnseis were 
"liquidated,*’ tlie new socialist economy would be off to a pooi sta 
and would be considerably handicapped It may be that much 
manageiial talent is now going to waste in the ranks of the woikers 
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because of lack of oppouumty, but such talent would have to be 
trained It would not be possible to put an ordinary worker in 
diarge oj a modern productive establishment and expect it to func- 
tion efficiently In the second place, if the i evolution were not quick 
and decisive, it might pioduce a latlier complete bieakdotvn or stop- 
page of our productive and distiibutive piocesses The cost of such 
cliaotic conditions in tcims of human life and suffeung cannot even 
be imagined, but it is safe to say that the economy would beai the 
marks of i evolution for years if not decades to come 
If a revolution is attempted but does not succeed, the lesult is 
likely to be a tremendous swing in the direction of conservatism, 
reaction, and leprcssion which will make fiiithci attempts impos- 
sible for a long time On the other hand, the methods of peaceful 
persuasion which are intended to induce the citizens to vote social- 
ism into existence, if they fail in a given instance, can be ti led over 
and over again until ultimately success may be achieved Tlieie is 
the furtlicr question of whcthei a successful levolution is at all 
possible at the present time Many years ago, a revolutionary gioup 
had some chance to be about as well armed as the defenders of the 
existing system, but at present the tanks, an planes, and other 
weapons of the armed forces of the nation can scarcely be duplicated 
by the revolutionaiy elements A successful revolution seems hardly 
possible unless the armed foices of the country go ovei to the side of 
the revolutionists After a successful revolution, it is usually neces- 
sary for the government to be a sUong dictatoiship in oidei to sup- 
press opposition elements and guatd against the threat of counter- 
revolution However, it is ordinarily much easiei to set up a dic- 
tatorship than to get nd of one, and the dictatorship may go on 
indefinitely, pi eventing effectively the establishment of that eco- 
nomic and political democracy for which modern socialists hope In 
any event, starting a revolution to obtain socialism is like paying 25 
cents to draw a parcel out of the “giab-bag" at a church fair A 
revolution may be aimed at achieving socialism, but the country 
®ay find Itself saddled with fascism after the smoke of battle has 
eared away Finally, the knowledge that socialists aim to leach 
meir system by means of i evolutional y tactics may alienate in ad- 
vance many intellectuals and middle class people who would favor 
socialism as a matter of general pimciple oi at least would not be 
greatly opposed to it 
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The Prospects of Evohaionary Transition. For all tliese reasons, 
most socialists in the United States do not favor wolent revolution 


as a means of transition from capitalism to socialism But,a peace 
ful and oiderly change to socialism presumably involves convincing 
enough people that they ivant socialism so that they will vote it 
into being and it is not clear just what available agency would be 
adequate foi this task Newspapers, ladio, and othei agencies for 


influencing public opinion aie, of comse, useless for this purpose 
since in the mam they aie owned oi controlled by individuals whose 
intciests demand the perpetuation of tlie existing capitalistic ordei 
One could also scarcely imagine the citizens of the countiy, since 
tliey are not geneially mdoctrinated with soaahsm, peimitting the 
sdiools to be used to advance the piinciples of socialism Labor 
unions constitute a possible vehicle for this purpose, and some m- 
vestigatois seem to be convinced that many of our labor oiganira- 
tions aie aheady hotbeds of socialism oi woise However, it is oui 
conviction, contrary to the findings of certain investigating commit 
tees, that most Ameucan labor oigamzations are as capitalistically 
minded as the capitalists themselves, and that tliey aie bent on ob- 
taining economic gams widim tlie existing capitalistic system lather 
than on changing that system to something else We have, of couise, 
a busily working Socialist Party in the United States, but thus fai 
It has seemed completely incapable of convincing any laige numbei 
of citizens that modem socialism is a system greatly to be desired 


On the whole, the pioblem seems to be most foimidable 
The Confiscation of Productive Wealth If we assumed that it 
had been decided that the cliange from capitalism to socialism 
should be made, the next issue would concern the method by which 
piodiictive wealth (land and capital) should be transferred from 
private to public hands, foi this transfer is fundamental to the 
opeiation of socialism In other woids, should we confiscate this 
pioductive wealth, pay the present owneis for it in full, or ^ve 
them partial compensation It is to be supposed that many socialis 
would favoi outright confiscation as a matter of punciple, but as a 
practical policy confiscation leaves something to be desued In e 
fiist place. It would almost necessarily involve sudden if not revo u- 
tionary socialization A giadual process of confiscation wuld ne 
vntually impossible Theie would seem to be no veiy good le^on 
why the pioductive wealth of some indniduals should be conh^ 
cated at once while that of odici individuals should be left im 
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touched lor a tune Mot covet, tlic beginning of the confiscatory 
pioccss would bung to a halt all new inicstmcnts in indiistiics still 
in piivate hands and would piobably cause the piesent owncts of 
these industries to fail even to maintain and lepait then piesent 
productive facilities With confiscation soon to come to all indus- 
tries, the values of pioductivc wealth still in piivate hands ivould 
fall to veiy low levels, if not to 7eio Confiscation would violate 
the ethical standaids of many of our citizens, in the sense that it 
"just would not seem right" to depiive people of then wealth with- 
out any compensation, and some supportcis of socialism might be 
alienated Finally, to the extent tliat the pioductive wealth of this 
country is owned abioad, confiscation might lead to vaiious intei- 
national complications 

Full Compensatwn for Produclwe Wealth Full compensation loi 
the present owneis of land and capital might involve condemnation 
piocecdings, with the value of the productive wealth to be de- 
termined later, but a more likely pioccdiiie would be for the gov- 
ernment (icpiescnting society as a whole) to buy out the piesent 
owneis, give tlicm government bonds foi their land and capital, and 
pay inteicst and principal out of tlic earnings of industiy Full com- 
pensation in cash would amount to confiscation Since fiuthei pii- 
vate investment in productive wealth would be impossible, cash 
compensation payments amounting to hundieds of billions of 
dollais in paper money would have very little purchasing power or 
value In any case, full compensation toi the present owneis of pio- 
ductive wealth would be repugnant to the sopporteis of socialism 
If bonds weie issued to the full value of the land and capital, the 
present owners would piobably not regaid themselves as fully com- 
pensated unless these bonds could be tiansferred fiom peison to 
peison and could be passed on to the hens of the piesent owners 
Thus, full compensation would lead to the continuation of several 
practices which the socialists considei objectionable in oui present 
capitalistic oidei The piesent oivners would be assured of pei- 
Petual incomes and many of them could continue to live well with- 
out needing to woik even undei socialism, tiade and speculation in 
securities would still be with us, and tlie evils of inheiitance would 
continue 

Partial Compensation for Productive Wealth Thci efoi e, the most 
practical policy fiom all points of view would seem to be one of 
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partial compensation for the present owners of productive wealth 
In this piocess, it might seem desiiable to disci iminate to some ex- 
tent between difleient classes of owners and different classes of 
pioductive wealth Much less compensation might be given to 
owners of land oi inheiited wealtlr than to peisons whose capital is 
the result of their own savings Owners of small amounts of pro 
ductive ivealth might be compensated more fully than owners of 
laige quantities of productive wealth Owners who were young, 
intelligent, and well tiained so that they could probably make a 
good living for themselves in the new socialistic older might be 
given 1 datively little compensation foi their wealth, tvhile owners 
who, because of old age oi lack of ability, could be expected 
to accomplish very little in the future might be treated much 
bettei 

In any case, government bonds would probably be given to the 
piesent owners of land and capital up to the full value of their 
wealth, probably on the basis of its last lecoided value undei capi- 
talism The compensation would then be made only paitial by 
paying low rates of inteiest on these bonds Any necessaiy oi desn- 
able discrimination could be piacticed by vaiying the low late of 
inteiest to some extent from one dass of bond leceiveis to another 
The bonds would be nonti ansferable, so that they could not be 
traded in or inherited, and they would be dateless, so that tlie prin 
cipal sum involved would nevei have to be paid off All that they 
would involve, therefore, would be the light to leceive a certain in- 
come for life In the case of old people, who would find an income 
for the rest of tlieir lives rathei unacceptable, the government might 
guarantee a certain fixed number of annual payments either to 
these people or then heirs In all cases, however, the annual pay- 
ments of income on these bonds would cease after a limited number 
of years The bonds would be unsecured by any lien on the pioduc- 
tive wealth transferred to the government and would carry no lights 
of control even if the expected income weie not received in a pai- 
ticular peiiod Such a method of compensation would probably not 
seem highly desirable to many present owners of land and capita , 
but It would be better than outiight confiscation 

In a laigei sense, of course, it is impossible to transfer productive 
wealth fiom private to public hands without confiscation If the 
present owners of land and capital aie given nothing, the con 
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tion IS obvious, but, if they aie to be compensated in full, this 
means that the gov eminent must confiscate a large pait of tlie 
incomes of all the citizens Unough taxation in oidci to pay mteiest 
and piincipal to the piesent owneis of pioductive wealth If the 
buiden of the taxes is placed entnely on the persons who aie to 
receive interest and piincipal, tlicie is once moie outright confisca- 
tion in reality Finally, under a system of pai tial compensation, the 
buiden of confiscation will fall m part on the piesent owncis ol 
land and capital and in part on the othei citizens who must pay 
taxes in order that the piesent owners may icceive the annual in- 
comes whicli represent their pai tial compensation 
The "Flight of Capital ” In all tins discussion, we have paid no 
attention to what some people consider a leading problem in this 
field That is, they contend tliat the coming of socialism, or even the 
serious threat of its coming, would cause large quantities ol capital 
to flee the country Since it is physically impossible foi most lac- 
tones, machines, and industrial locations to get up and flee, this 
contention must mean that pioductive wealth would be conveited 
into cash ivhich would be tiansfciicd to other countiics However, 
even lE productive wealth could be converted into cash, the pioblem 
of tiansferring us value out of the country would be insupciable 
Such a large additional demand for foicign exchange would quickly 
drive rates of exchange to the gold-exporting point, if gold expoits 
vveie permuted, and our large gold supply would be inadequate for 
transferring the value of all productive wealth out of the country 
even iC u could be used for this purpose If gold could not be used, 
die great demand for foreign exchange would drive rates of ex- 
change so high that only very small amounts of foreign purchasing 
power could be obtained for large amounts of our domestic purchas- 
ing power In any case, befoie the pioblem of transfer could arise, 
how would tile present owners of land and capital convert their 
oldings into cash? The only method would be to sell the produc- 
someone, and we may well wonder who would buy it 
and how much they would pay for it if it were known that the pro- 
uctive wealth would soon pass into public hands On the whole, 
en, there seems to be no reason for thinking that the advent of 

productive 

nti or that the piesent owners could escape with much of the 
value of their holdings ' 
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The Probable Accomplishments of 
Modem Socialism 

The Methods of Production We must now turn fiom the prob 
lems involved in passing from otpitalism to modem socialism to a 
consideiation of the lesults which a system of modern socialism 
might accomplish, if such a system could be reached In the gcneial 
field of pioductive activity, oui discussion in previous chapteis has 
indicated that there would be many similarities between modern 
socialism and capitalism Most economic principles in this field are 
valid foi either type of economic system, and a socialistic economy 
would make use of the methods of roundabout, specialized, and 
large-scale pioduction in anticipation of demand Many types of 
establishment organization and of combinations of pioductive estab 
lishments might be used undei soaahsm as undei capitalism Money 
and puces would be used undei socialism, both commercial and 
investment ciedit would be necessaiy, and banks would exist un 
doubtcdly to dispense these types of credit, though tlie banks would 
be socially owned and opeiated, and the total amount of eacli type 
of a edit to be extended would be subject to planning The process 
of saving and investment would involve the same fundamental costs 
and pioduce the same baste physical lesults in both systems The 
business of getting finished goods into the hands of the final con- 
sumeis would be handled undei socialism by stores which would 
closely resemble those of a capitalistic system as to type and methods 
of opeiation The physical lationing of goods to consumeis is no 
more indispensable to one system tlian to the otliei Finally, there is 
no need for any piofound difference between modem socialism and 
capitalism with lespect to international uade and commeicial 
policies 

In the field of production, as elsewheie, the fundamental differ- 
ences betiveen modern socialism and capitalism have to do witi 
institutions Undei socialism there would be no piivate propeity m 
productive wealth (for all piactical purposes), little if any fieedom 
of entei prise in the ordinary sense, and a sharply reduced depen - 
ence on the economic motivation of the individual citizens All this 
means that, under modem socialism, all the major industries an 
fields of business activity will be almost entirely government owne 
and opeiated, and that most of the impoitant types of economic 
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decisions will be made by public autlioi ity on the basis of economic 
planning rather than by piivate individuals on die basis of the 
market and price mechanism In the field of pioduction, then, die 
controversy over tlie mei its of socialism settles down to two issues 
Fust, would the total lesults of planned pioduction be bettei suited, 
on the whole, to die basic needs and dcsii cs of the people than those 
achieved by capitalistic pioduction on die basis of die maiket and 
price mcclianism? Secondly, is dicie any reason foi assuming that 
planned control over pioduction (using the same piinciples and 
methods in die actual cai lying on of production) would be able to 
achieve greater technical effiaency in pioduction than diat attained 
under capitalism 

Adapting Production to Human Needs and Desires With legaid 
to the first of diese matteis, two ratlici significant advantages may 
be claimed for socialism In the first place, it may be claimed that a 
socialistic sistem, in planning foi production on the basis of human 
needs, would have an advantage oier capitalistic systems, in that 
It would not pioduce the "wrong kinds of goods" This means, in 
part, that ceitain commodities which aie considered, by rather 
common consent, to be noxious or hai mful to the users would not 
be included in socialistic plans for production, even though laige 
numbeis of misguided individuals could be persuaded to putchase 
these commodities m the maiket at prices that would covei or moie 
than cover their costs of pioduction It would also mean that the 
socialist planneis would considci tlie full social costs of producing 
various types of economic goods and not merely those costs which 
under capitalism are reflected directly m the prices of pioductive 
agents in the maiket 

Somewhat more impoitant is the fact tliat a socialistic economy, 
in planning for pioduction on the basis of human needs and desires, 
a most ceitainly would not produce trivialities and super-luxiii les 
or some of the citizens while other individuals were inadequately 
supplied with the common necessities and basic comfoi ts of hie 
limousines, yachts, and palatial homes would not be piodnced for 
anyone until all consumers were assured of adequate food, clothing, 
w economic goods To be sure, a socialistic economy 

th^'^ a ‘differences m money incomes between individuals, and 
ben>. "“fidit be moderately large, but we must remem- 

sor.,1 quantities of goods to be pioduced under 

ism would be controlled by economic planning and not by the 
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money prices which individuals were willing to pay for vaiious 
goods in 1 elation to the money costs of pioducing them That is, 
individuals with fauly laige money incomes would not be allowed 
to use them to divert pioducuve resources to tlie satisfaction of 
their relatively less important wants unless and until tlie basic 
wants of all the people had been rather well satisfied. 

In the second place, a socialistic economy should have an adian 
tage over a capitalistic system in providing for the non-market 
wants of the people, such as tlie desires foi full employment, com 
plete social security, a high level of public health, and other tilings 
In a capitalistic system, tiansfers of income fiom the prumte sectoi 
of the economy to the goveinment piobably must be held within 
ceitain limits if the system is to be able to continue to opeiate in 
capitalistic fashion, and there is some question anyhow as to 
whether the government could guarantee full employment oi com- 
plete social secuiity without assuming a large measuie of responsi- 
bility for the opeiation of the whole economy Undci socialism, 
with the goveinment owning and opeiating most iiidustiies and 
businesses, all conflicts between “goveinment’' and “business,” 
financial or othenvise, would tend to be eliminated Presumablj the 
goveinment of a socialistic system could devote any shaie it pleased 
of the national income to the peifoimance of social sei vices, subject 
only to tlie limitation that devoting moie of a given-si/cd national 
income to these pui poses would leave less foi othei pui poses 
The Problem of Technical Efficiency In considciing the piobable 
technical efficiency of enterprises and industiics under socialism, ve 
cannot accept the populai capitalistic opinion to the effect that a 
given enteipiise oi industry, when operated by the goserniiiciU, 
must always lun less efficiently than it would in piivate hands Nor 
can we lely on the success oi lack of success e\pciienccd bj the 
goveinment of oui capitalistic system in opeiating the lailioads or 
some other piivate industiy m waitiine When the goiciiimciit 
operates a single industiy undei conditions of gicat enicigcncy and 
with otlier majoi industries still in private hands, the situation 
simply IS not that of modern socialism 

In dealing ivith the general situation, ive may realize that prnatc 
entei puses ma) have the advantage ovei go^crnmelUal eiiiti prises 
in businesses in which continuous invention, flc\ibility, and adaji 
tation to changing conditions aic inipoitant That is, jiinate ciitci- 
piiscs are likely to liave greater ficedom of action, greatei readiness 
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to uy new methods oi new pioducts, grcatei willingness oi ability 
to take iisks, and a gicatei diive to achieve efficiency because ol 
die possibility o£ profits On the othei hand, theie may not be so 
much to choose in this respect as between gicat capitalistic coipoia- 
tions and laige governmental entei puses, for the managers of laige 
corporations are often lather thoioughly tied down by then obliga- 
tions to boards of diiectois, coipoiation laws, auditois' lequiie- 
ments, technical metliods laid down by experts, and arrangements 
with other companies 

It IS sometimes held that pnvate enter puses undei capitalism aie 
more likely to reach the optimum si7c for efficiency tlian are govein- 
mental enterprises under socialism, for the competitive struggle 
under capitalism is supposed to eliminate firms wliicli are too large 
or too small However, the films in many capitalistic industries are 
not genuinely independent and competing, and in such cases the 
problem of attaining optimum size of films is not very dilTeient 
from that whicli the economic planneis would face under socialism 
Another advantage of capitalism from tlie point of view of technical 
efficiency is supposed to be found in tlie fact that inefficient firms 
fail and go out of business m that system, while socialistic entei - 
prises would continue to operate even though they weie inefficient 
However, this advantage for capitalism would be realized only 
under strictly competitive conditions When capitalistic industries 
are controlled by two or three large firms, these firms may not be 
under great pressure to operate witli utmost efficiency lest they be 
forced out of business, and, in any case, failure is likely to mean 
only a financial reorganization rathei tlian tire cessation of produc- 
tion Finally, we must note that some capitalistic industiies are 
already subject to goveinmental regulation Such industries aie no 
onger free to realize to the full the advantages of strictly private 
businesses, and the costs of necessary icgulation should be taken 
into consideration in readiing decisions as to tlie efficiency of these 
industries under capitalism 

Apart fiom these considerations, some definite advantages can be 

f socialistic production in connection with the question 

° ^ capitalistic system, conflicts between government 

and business affect not only the kinds of things which the economy 
can set out to pioduce for the people, as noted above, but also the 

ciency witli which business entei puses can opeiate Under social- 
ism, with the economic life of the countiy no longer divided into 
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public and puvate spheres, mucli friction, hostility, and litigation 
could be avoided Moreovei, some pioblems of public finance might 
be eliminated, since it would not be necessary for the socialistic 
government to pay out to the ati7ens moie money income than 
isould be lequiied for purposes of pixvate consumption and then 
pioceed to recovei a part of it thiough taxation 
It is claimed as an advantage of socialism that pioduction would 
be foi use lathei than for piofit Technological advances and inno- 
vations of all kinds ivould be freely available and could be used by 
all films that had need of them, and socialistic pioduction ivould 


involve no lestriction of output or abuse of the profit motive, since 
piivate individuals would not control pioduction and theie would 
be no one to gain fiom a policy of restnctiomsm All majoi indus- 
tries would be owned and operated by soaety as a ivhole, and it is 
peifectly obvious that society as a whole cannot gain by lestricting 
pioduction The geneial lestriction of production can mean only 
poverty for a ivhole society Moreover, since the leal commodities 
and services at the disposal of consumeis under socialism cannot be 
increased oi dea eased one whit by tlie fact that the economy as a 
whole operates at a money piofit or a money loss, a whole society 
can be tremendously indiffeient to the making of money piofits 
Prospeiity foi a society as a whole is to be found not in profits but 
in plenty The advantage of production foi use is considered ex- 


tiemely irapoitant by the suppoiters of socialism 
Since planned production would not be dependent upon the 
competitive activities of large numbers of private persons, it u 
thought that most of the "competmve" wastes of capitalism could 
be eliminated under modern soaahsm In deciding how much of a 
paiticulai economic good to pioduce, the economic planners might 
oi might not reacli a deasion winch was well suited to basic human 
wants, but, aftei deciding upon the output to be pioduced, they 
should at least be able to avoid the folly of setting up enough pro- 
ductive facilities to pioduce double that output and then allowing 
half of tliese pioducUve faaliues to stand idle On the other han , 
the planneis might provide for some pioductive capacity to be tem- 
porarily unused to allow foi piospective population giowth or ex- 
pansion in demand One could not imagine, however, that the 
ciahst Petioleum Company of Araeuca would erect gasoline 
stations on all foui coiners of busy street ox load intetsections to seu 
different brands of essentially tlie same gasoline to the consumeis. 
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that the local socialist imlk company would send a dozen wagons or 
tiucU through each city block to sell diffeicnt biands of essentially 
the same dairy pioducts to the consumeis, with each vehicle saving 
only here and there a household 

Although the inditidual consumeis under socialism would un- 
doubtedly desire a bit ol variety in then consumption and the eco- 
nomic plannets would be willing to make some concessions to this 
desire, it is haidly likely tJiat the planncis u’ould see fit to undeitake 
the pioduction of almost a million vaticties of axes or almost 13,000 
varieties of solid section steel windows Again, it is most impiobablc 
that the economic planneis, in aiianging for the pioduction of any 
given commodity (such as cigaicttcs, foi example), would decide 
to turn out dozens of closely similai brands and then devote fabu- 
lous quanutics of produeme agenu to the pioduction of advei using 
designed to induce the citizens to consume each of these various 
brands in piefcrcnce to all the otlicrs Educational and informative 
advei Using might have some place even in a socialistic economy, 
but competitive or combative advei Using just would not make sense 
from die point of view of soaety as a whole 
It is also diffiailt to believe diat the governmental enterpiises of a 
socialistic system, in exploiting the natural resouiccs of the countiy, 
would have any incentive to mine coal in sucli a wasteful fashion 
that laige pans of the natural deposits would be left m the giound 
m such a condition that it would be practically impossible to le- 
move them later on, oi to dull oil wells in such great numbeis in a 
given field as to interfere seriously with the removal of this lesonice 
from the ground Since the waste in the exploitation of natmal le- 
sources under capitalism is attributed laigely to the competitive 
organization of the industries in question, the elimination of com- 
petition should go fai toward the elimination of the waste 
Having thus disposed of the competitive wastes, we note finally 
that one of the most important piobable accomplishments of a 
socialistic economy in connecnon with effiaency in pioduction 
would be found in the achievement of economic stability In othei 
words, such an economy should be able to avoid business depiessions 
and unemployment if the citizens and the economic planneis gieatly 
esired to do so We have noted as one of the weaknesses ol om 
oapitahstic economy the fact that, while careful economic planning 
goes on in individual entei prises and industries, theie is no one to 
P an the economic lesults wlucli the system as a whole should ac- 
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complish or to peifoim the dzffiailt task of adjusting and coordinat 
mg the opeiations of tlie vaiious industiies and businesses ot the 
system Under socialism, on the other hand, tlie aggicgate results 
desired fiom economic activity would be planned beloie tlie in 
dividual phases of this activity weie undei taken If the economic 
plans weie ivell made and well carried out, the total economic re 
suits pioduced should be more steadily in accoid with basic social 
needs and desires than undei capitalism and there should be a 
striking absence of those serious maladjustments between industries 
and fields of economic activity that are so impoitant a factor in pio 
ducing business depiessions and unemployment under capitalism 
hloieover, with industries in die control of society as a whole, there 
would be no competitive enterpiiseis to overshoot the mark and 
produce industrial over-capaaty with respect to effective demand on 
the market 

All this does not mean that no mistakes will be made m economic 
planning nor that the plans which are made will be perfectly earned 
out The planning commission may decide that the shoe industry 
should tuin out 150,000,000 pairs of shoes next yeai and sell them at 
an aveiage pi ice of $5 00 a pair When the next yeai lolls aiound, 
the output of die industry may come up to the planned estimate, 
but It may be found diat the consumers of the system will puichase 
this quantity of shoes only if the prices average 00 pel pan This 
looks like a familial capitalisuc type of maladjustment, but the 
point IS that under socialism diis mistake will not cause the shoe m 
dustry to go into a tailspin nor cause its productive facilities an 
workers to stand idle for a time In all piobability, the puces ot the 
shoes would be reduced to such an average level that die cntiie out- 
put of the industry would be taken off the maiket, and the indusuy 
would go merrily about its business of pioducing shoes But, it may 
be objected, in that case would not the shoe indusliy's leceipts ho® 
sales fail to covei its costs of pioduction? One ansivei to this question 
IS, of course, that the relationship between money puces and costs 
would not be highly significant m a socialistic economy However, 
if there were any desire to cater to those who are particular a ou 
having prices cover costs, all the economic planneis would have to 
do would be to revalue in a downwaid diiection the pioductive a- 
cihties devoted to shoe production, and then even the i educe 
puces of shoes would once more cover their costs With both pn 
and costs subject to the arbitrary control of the economic plannei 
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under socialism, the) could always be made to balance each othei, 
i£ desiicd, and in die meantime economic activity ivould go on 
and on 

Or suppose, as would often happen, that the outputs of various 
industiies did not teach die amounts that had been planned If 
cattle and hog pioduction la^cd behind planned estimates, it would 
be impossible for meat-packing establishments to use dieii pioduc- 
tiie facilities and woikeis at the planned rate The pioduction of 
automobiles, machines, and odiei steel products could not be long 
maintained at the planned level if die production of non oie and 
coal fell far short of planned estimates Once again, howevei, the 
point is that undei socialism dicse maladjustments would not neces- 
sarily leave large numbeis of workers with nothing to do e\cept to 
stand idle and contribute, through their loss of income, to condi- 
tions of depression and unemployment for odier industries and 
groups of workers Since society as a whole, as the only real enter- 
priser undei socialism, does not have to make profits fiom die em- 
plojmcnt of workers, it would never be too difficult to find com- 
modities for all the woikers to produce IVorkers or other productive 
agents arc “profitably” employed fiom the social point of view so 
long as they produce commodities or services which the membeis of 
society need or desiie, a concept whidi furnishes virtually limitless 
possibilities for employment in view of what is known about the 
nature of human wants 


A socialistic economy would be in a good position to handle an.- 
other matter which, accoiding to some business cycle theorists, is 
of considerable importance in connection wuth business cydes under 
capitalism— die relationship between saving and investment At 
times under capitalism, the volume of saving exceeds that of in- 
imment, and savings pile up in the banks, unable to find takers, 
while at other times the volume of investment exceeds that of the 
current saimgs whidi are voluntarily made Such conditions tend to 
cause business depressions in the one case and business booms in 
ic other Under socialism, since the economic planners would be in 
conuol of botli processes, it should be possible always to keep sav- 

pioductive agents which wete 
cnneld from contributing to the immediate saUsfactions of con- 

production of capital goods, and all 
-"'ithout consumers' goods at present 
bear fruit m die form of new capital goods which would 
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enhance future productivity The amount of saving and investment 
decided upon by the planners might oi might not be in accord luilt 
the immediate wishes of the consumers, but the planners would not 
be so foolish as to keep pioductive agents fiom pioduang goods foi 
the immediate satisfaction of consumer wants and at the same time 
fail to use these pioductive resources to turn out new' capital goods 
The basic point m all this discussion is drat the conflict of indi- 
vidual and social interests winch exists under capitalism tvould be 
resolved under socialism by taking die contiol of pioduction and of 
economic activity in geneial out of the hands of pnvate individuals 
and plaang it in the hands of soaety as a w'hole Business dejnes 
sions could be avoided undei socialism, so it is said, because theic 
never would come a time in the expansion of pioductive and dis 
tnbutive activities when, because of consideiations of money profit 
and loss, It would be necessary or desiiafale foi society, as die 
only enteipriser of importance, to letrench, cut production, dis 
diaige workeis, and curtail die purchases of mateiials and supplies 
With productive and distiibutive activities adapted to social needs, 
there would be virtually no fear of business cycles, because thcie arc 
no cyclical fluctuations in social needs foi economic goods which 
would pioduce other cyclical fluctuations in economic activities 
The Distribution of Income. We have alieady seen that tlie pio 
Auction of the "wiong kinds of goods” — a pioblem W'hidi is associ- 
ated with gieat inequality in die distiibution of income among per- 
sons and families under capitalism — ^ivould be eliminated by 
planned pioduction under socialism The othei evils which ie>tih 
fiom great inequality under capita’ism w'ould also be eliminated or 
gieatly reduced under the shaiply lessened inequality in the dis- 
ttibutioti of the national income to wdiich model n socialism aspnes 
Moieovei, the lemaimng inequality in the distiibution of income 
w'ould be approved by the people since it would icsult almost en 
tirely from dilTeienccs in ivages and since lent, interest, profits, and 
other condemned oi questionable types of income would be elimi- 
nated as distinctive private incomes received by some peisons but 
not by odiers As we have seen in oui longer discussions of income 
distribiiuon, a socialistic economy could scaiccly eliminate all d’C 


basic economic causes of rent, mteicst, and piofits, and these t}pci 
of income w'ould continue to exist as poitions or sections of ihf 
national income But the national income from all smiircs. or such 
part of It as was aiailable for consumption, would be disinbnicd to 
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the citirens in the foi m of wages, and all citwcns -would share in any 
lent, interest, and piofits produced by the system so tliat these 
souices of income nould not piove to be of special advantage to any 
indnidual citircns oi gioups of citizens 
Because of the lelatnely equal distiibution of income undei so- 
aahsm, the gicat masses of woibeis (unskilled, semi-skilled, and 
skilled) iiould be relatively well off in comparison vntli their status 
under capitalism According to the piospcctus of modern socialism, 
diffci cnees in wages as between occupations .and groups of woikeis 
uould still be based upon diffeiences in the maiginal productivity 
of the workcis, and )et the diffeiences would be relatively small 
This result would be pioduccd foi the most pait by two factors 
In the fust place, widespread oppoi tunitics foi receiving education 
•and training vs’ould help to break down the purely environmental 
baiiiers between the so called noncompeting gioups of Liboi and 
would permit each woiker to get into the most pioductive and 
highest paying occupation foi which his native abilities pamitted 
him to qualify This would mean tliat the unskilled and semi-skilled 
groups of labor would not be ncaily so oveiciowded as undei capi- 
talism, while larger numbers of workeis should find then way into 
skilled occupations, managcri.il positions, and tire professions This 
partial equalization of the numbers of workeis available in the 
various gioups should go fai toward reducing diffeiences in tlie 
marginal productivity of laboi from gioup to group In the second 
place, the marginal productivity of tire various workers and groups 
of workers under socialism would be detenmned by a process of 
social evaluation (by the economic planners) and not by the values 
of their products as determined in a free market However great the 
efficiency of the most highly skilled managers of entei prises or in- 
dustries or the talent and ability of leading doctors, lawyers, or 
actors might be, it is doubtful that the economic planneis would 
ever consider their services to be wortli several thousand times as 
much pel year as the services of ordinal y woikers— and yet i elation- 
ships of this kind actually exist in our capitalisUc system Appar- 
ently, then, the gieat majoiity of our workers would be better off 
With respect to wages under socialism than they are at present, it 
on y the total amount of the national income to be distributed re- 
mained as laige as it is under capitalism 
Quite apart from the question of money wages, the status of labor 
under socialism would be desirable in othei respects, according to 
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modern socialists A socialistic economy would be able to provide 
employment for all tlie workers, and relief fiom the bogey of un 
employment would be a great boon for labor Social insmance cov- 
ering accidents, illness, old age, death, and other risks would be 
piovided, and the size of the benefits, as well as other characteristics 
of this insurance, would probably be more satisfactoiy than undei 
capitalism In a socialistic economy, an increased amount of atten 
tion would be given to preventive medicine, free medical sei vices 
and adequate hospital facilities could be provided for all, and en- 
larged oppoi tunities to study medicine and engage in medical re- 
seaich would be furnished to the citizens Faiily large quantities ol 
resources would be devoted piobably to the fuinishing of educa- 
tional services, recreational faalities, parks, playgrounds, theatiical 
performances, conceits, and possibly low-cost travel Finally, woikers 
could have their labor unions very much as at present, and these 
oiganizations would still have a number of useful functions to 


peifoim 

Tlie Issue of Freedom Finally, according to the socialists, all the 
economic accomplishments which we have described would be con- 
sistent with the letention of a gieat degree of political and economic 
fieedom for the individual citizens The government of the social- 
istic system would be democratic in form and substance, it would 
make immediate and prease responses to the changing desiies of tlie 
citizens, and the will of the citizens would be enlightened by means 
of education and the furnishing of oppoi tunities to hear and undei- 
stand all sides of the various issues on which the goveinment had 
to pass Economic repiesentation in legislative bodies woul 
stiengtlien the ties between economic activities and goveinment 
While operation of the economy on the basis of economic planning 
would necessitate tlie placing of great economic powers in the 
hands of a very small group of people at the head of the system, 
the planners would be ultimately responsible to the citizens That is, 
if the planners did not produce lesults in accoi dance with the basic 
desiies of the people, the indignant citizens could and would turn 
the planners out of office at the ne^t election 

In addition to having ultimate control over the economic de- 
cisions and activities of government, tlie individual citizens unde 
socialism would have considerable economic freedom in then oun 
light To be sure, the institutions of fieedom of 
piivate pioperty in productive wealth would not exist, for a p 
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tical purposes, but socialists contend that the existence oC these in- 
stitutions mciins \eiy little to most indiMdiials undei capitalism 
The iiidiudual would haic no clunrc to stait life as a pool boy and 
end It as an cxtieniclj itch old man, Init nnny inoic individuals 
than undet capitalism would have a leal oppoitunity to use fiom 
lowly to at least model ate cnamislanccs To make up fot the loss 
of ficcdom of cincipiisc, the indnidiial would have a fiec choice 
of occupations undci socialism, and the hi caking down of cntiion- 
mcnul baineis to motcmcni between occupations in diilcicnt labor 
gioups would make this fiec choice of orcup.itions an economic 
as well as a Icgd icaliiy Moicosci, the iiidi\iduals of the system 
as consumcis would liaie ficcdom of choice and could spend their 
money incomes for any desued assoitmcnt of the commodities and 
sen ices which the economy pioduced 


The Piohahlc Fatlwes and Weaknesses of 
Modem Soaalivn 

Problems of Planned Production In ronsidci iiig the pi obablc fail- 
ures and weaknesses of a socialistic economy, we turn once moie 
to the question of pioduetion on the basis of economic planning 
Since, as we have seen, the piodiiclive system iindci soci.ihsm would 
make use of many piodiiciive methods and pimciplcs w’hich ate 
also employed in our capitalistic system, the fundamental issue in 
pioduetion conceins the pi obablc effectiveness of planned control 
O'er production as compaicd with contiol by the market and price 
mccliamsm In tins connection, we aic concerned with tw’o questions 
—the extent to winch the plannetl pioducuve icsults, if these i esults 
could be attained actually, svouid be suited to the basic needs and 
desiics of the citi/cns, and the extent to whicli the socialistic econ- 
omy would probably achiesc efficiency in puisuing the planned pio- 
auctive results On the fust of these points we cannot blitliely accept 
we common socialistic opinion Uiat planned producuve results 
could scarcely be worse than those of unplanned capitalistic produc- 
mn It IS true, as we have seen, that planned pioduetion would 
ave some advantages in compauson svith capitalistic (pioduetion, 
ut these advantages ccitainly do not mean that the planned pro- 
ctive results will necessarily be perfectly suited to the funda- 
mmtal needs and desiies of the people, for planned production has 
e difficulties which arc distinctly its own 
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Under socialism, many important economic decisions, such as 
those conceining the iinds and quantities of goods to be pioduced, 
the allocation of available pioductive factois to various industiies 
and enterpiises, and the distiibution of productive lesouices as be 
tween providing lor present consumption and providing for capital 
formation, must be made by the economic planneis And the plan 
neis cannot rely on the customary capitalistic guides of prices and 
costs in making these decisions, for puces and costs are not detei 
mined in the maiket under soaahsm but are in the power of the 
same planners who might otheiwise wish to lely on them foi guid 
ance Under these conditions, it is usually held that the important 
economic decisions would be made “aibitranly” rather than “ration- 
ally ” Of course, the decisions of the planners would be “lational" m 
the bioad sense of that teim, but they would be "arbitrary” m the 
sense that they could not be made on the basis of puces and costs as 
independent data 

However, it is sometimes held that lational decision-making 
would not be impossible under socialism if it were possible to 
simulate the lesults of the capitalistic priang system without act- 
ually having that system Many wnters have developed complicated 
theoietical piocesses for aclneving this result, and we examined some 
of these plans in detail in Chaptei 5 Without going ovei tins mate- 
iial again, we may lefer to oui former conclusion that it would be 
possible, at least in strict theory, for a soaalistic economy to achieve 
something approaching rational deasion-making on the basis of one 
of these ai tificial procedures, but the procedures are so complicated 
tliat It IS doubtful that any economic planning agency would at- 
tempt to follow any of them in practice It is piobable tliat tlie 
economic planneis under soaahsm would decide to make the basic 
economic decisions on then own power 

In tiying to deteimine what the people wanted, and hence the 
kinds and quanuties of goods which should be produced, the eco 
nomic planners could get some help, of couise, from their knowl- 
edge of what people in general have consumed in the past, and 
could make adjustments on tlie basis of what people in good, thoug 
not iich, ciecumstances have consumed under capitalism Fuithei 
guidance could peihaps be obtained by appealing directly to con- 
sumeis to specify what tliey wanted, and by making use of the opin- 
ions of expats 01 of advisory bodies of consumers Jh^ 
could also have a ceitain quantity of a good produced and ohereo 
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for sale at a certain puce and could obsenc the eagerness oi le- 
luciance with which consumcis purchased the good But this vould 
not tell the planncis much, since the demand for a particular good 
at a particulai puce when othei goods wcic not available or w’cie 
aiailablc only in sni.ill quantities at high piiccs would be quite 
different fiom the demand foi it when othei goods were available 
m large quantities at low pi ices 

In spite of all the deuces which might be used in tr)ing to ascer- 
tain the desires of the cili/tns, there would remain quite an element 
of aibitianness in the decisions of die economic planners, and they 
could neicr be ceitam as to die quality of their decisions They 
would know, of couise, that a large amount of a good is usually to 
be prefened to a small amount, but, haung decided to pioduce 
a giien quantity of a good through the use of gnen quantities ol 
the productise agents, they would neser know whether that quan- 
tity of that good would gne more satisfaction than would the 
quantity of some othei good which could hate been produced with 
the same quantities of the agents of production And, of couise, il 
planned decisions as to the kinds and quantities of economic goods 
to be produced left something to be dcsiied, the same tiling would 
be tnie of the allocation of pioductivc agents to industries and 
businesses on the basis of these decisions 
In similar fashion, decisions of die planners with regard to saving 
and capital foimation veisus piesent consumption would always be 
suspect If the planncis wcie faced with the clioicc of two methods 
of pioducing a ceitain good and if one method would produce a 
lelatncly small amount of it almost at once, while the othei method, 
since It rcquiicd Uic pnoi consti action of large quantities of capital 
goods, would pioduce a much laigcr amount aftei a considerable 
elapse of time, the planncis would be unable to make a completely 
lational choice between these altcrnatnes in the absence of a 
market-determined late of mteicst The planneis would certainly be 
expected to take the time factoi into consideration, but again tliey 
could never be sine of the quality of then decision They could 
0 seive whetliei the ciurens as consumcis registered satisfaction or 
issatisfaction over the planned decisions with lespect to sanng and 
capital foimation, and tlie lesulting limitations on immediately 
available consumers’ goods, but the planneis could nevei be sure 
just hoir good or bad then decisions had been on the basis of tlie 
ime preferences of the indmdual citwens 
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These consideiations seem to indicate that, even in the absence 
of ceitain capitalistic shoitcomings in the field of pioduction, there 
would be ample oppoitunity foi the total results of planned pio 
duction to fall shoit of perfection in the mattei of adaptation to 
human needs and desires And this is not the whole of the story for 
we have thus fai been assuming that the planneis aie men of good 
will who snuggle manfully to fulfill the desiies of the people If the 
planneis weie pioud in their wisdom and decided that they knew 
what the people wanted bettei than the people themselves knew, oi 
if the planneis deemed it their duty to "educate" tlie people to want 
what the planners wanted them to have, the results of planned pio- 
duction might be most unsatisfactory to the citizens 
Sucli deieliction fiom duty on the part of the planners would 
presumably be slioi t-lived if the government of the socialistic system 
were tiuly democratic so that the planners could be lemoved fiom 
office at reasonable inteivals it the people were dissatisfied with the 
results which were produced However, if the government of the 
socialistic system turned out to be a dictatorship, so that the plan- 
neis were safe in their jobs so long as they pleased the dictatoi oi a 
small gioup of paity leaders, the total lesults of planned pioduction 
might be much woise, fiom the point of view of the needs and 
desnes of tire people, than those produced by our capitalistic 
system Hence, the question of democracy in goveinment m the 
socialistic system is a very important one in connection with evalu- 
ating the probable results of planned production 
Efficiency in Production In turning to the question of the 
piobable efficiency of a socialistic pioductive system in cairj'ing out 
planned decisions, we find it difficult to consider tlie question of 
efficiency apart fiom the mattei of costs How can an cnterpiise 
deteimine whethei oi not it is efficient if it cannot determine the 
least-cost combination of pioductive agents for the attainment ol a 
cei tain result? But land and capital would be owned by society as a 
whole undei socialism and would have only arbitiary accounting 
costs attaclied to them Wages would be moie neaily a real cost, but 
would also be detei mined arbitianly and not by the activities of 
numeious demanders and supplieis in tlie maiket Undei these con- 
ditions, if the planneis could order the pioduction of an econoniic 
good by either of two methods, eacli of which lequned a diffeient 
combination of the agents of pioduction, they could nevei be sure 
which metliod should be chosen on the basis of cost They might 
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know and picfei tlie method which pioduccd the gicatei quantity 
of pioduct oi the method which would give the lowest cost pel unit 
as the planneis saw' fit to icckon cost, hut they could nc\ci be suie 
that the method chosen would actually have involved the least-cost 
combination of pioductisc agents on the basis of mat kct-detci mined 
pi ices for these agents 

It also seems tiuc that the economic planneis would be in a posi- 
tion sometliing like that of one cat w’atching twenty oi tint ty rat- 
holes The plans would call for ccitain lesults to be attained in 
tcims of tlie production of physical quantities of products, but, it 
this phase of the plans wcie stiesscd unduly, tioublc might be cn- 
countcicd with othci mattcis, such as quality of pioducts, laboi 
producinity, the numbci of woikeis used, the total w'age bill, wear 
and tear on plant and equipment, inadequate icpaiis and replace- 
ments, or cxccssne spoilage of maiciials It would be a most diihcult 
mattei to get everything to come out according to plan, and the 
planners might well have to choose which parts of the plan w'cie to 
be completed in full and which should be neglected 
The human element would be an especially impoitant and unpie- 
dictable factor m the whole situation The economic plans would 
luve to predict the activities of millions of human beings, and the 
planners would nevei be suie that all these people would behave 
exactly as they weic supposed to an vaiious situations If the socialis- 
tic system proved unable to furnish adequate incentives to individu- 
als, the technical efficiency of pioductivc activities might be sen 
ously impaiicd This question of incentives undei socialism w'lll be 
referred to again in connection witli the distiibution of income 
Even if we disregaided all problems mtcinal to productive enter- 
prises, there would be no reason for dunking that planned pioduc- 
tive results could be peifectly attained in piacticc Even undei eco- 
nomic planning, many phases of pioduclion would be subject to the 
influence of uncontiollable natuial phenomena For example, unu- 
sually favorable or unfavorable w’eathei conditions would greatly 
affect the yield of certain crops and indiiectly the output of indus- 
tries which were dependent on tlicse oops for raw materials Mines 
could become flooded, bhryards could tie up transpoi tation for ex- 
tended periods, and fires could destroy or damage key plants and 
create bottlenecks Moreover, wars or even changes in the military 
outlook could cause tlie actual lesults of production to depart sig- 
uificantly from those which had been planned originally, and much 
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the same thing would be true of technological changes if they were 
introduced into industry about as fast as they occmied 

Finally, while it might be possible to avoid seveie depressions and 
mass unemployment under soaahsm, the advantages of a socialistic 
economy in connection with economic stability would not be nearly 
so gieat as they seem at first glance Consider for example, a case 
mentioned earlier in tins cliaptei In the economic plans, the pro 
duction of coal, coke, and iron ore is cooidinated with that of steel, 
automobiles, tiactois, and machine! y, but in practice one of the 
many things which might happen in any economy actually keeps 
the output of coal and iron ore from reaching anything like tlie 
planned estimates What effect will this have on the steel industry 
and other industries which require large quantities of steel? It seems 
clear that these industries will at least tempoianly have some un 
used productive facilities and some unnecessaiy laboi But, say the 
soaalists, these conditions will not be allowed to spread to otlier 
major indusuies because any necessary price adjustments will be 
promptly made, and the purchasing power of the workers in the 
steel industry and other industiies using steel will be maintained 

This sounds reassuring, but just what could the socialistic econ 
omy do foi these workers? It could spread the work in the steel 
industry and othei industues using steel by giving each emplojee 
shoitei hours of woik while maintaining ivage payments as beioie, 
but sometliing of this sort could be done even under capitalism 
It, as seems moie logical, some woikeis weie temporarily displaced 
flora the steel industry and othei industries using steel, it is con- 
tended that there would be no unemployment tWiich tvould con- 
tiibute to depiessed conditions in othei industues because the 
planned economy would find other jobs for the workers This it 
could do, because it would employ workers so long as their pioducts 
were desired by consumers and not merely so long as it could make 
piofits by using their labor 

But how quickly could othei jobs be found £oi these workers, an 
what kinds of jobs ivould they be’ If the woikeis could not be placed 
in othei jobs quickly, the demand foi the pioducts of othei indus 
tries might suffer Moreovei, it might often be necessaiy to leemploy 
the woikers in jobs in which they would turn out pioducts that, 
while tliey would be taken off the market by consumers, could n 
be produced on the basis of puces and costs, if these puces am 
costs svere fieely detei mined in tlic market Such sub-marginal jou 
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\\ould pre\ent unemployment, and it would piobably be bcttei to 
J,aic tbc uorlvcis emplojcd in them than to have them unemployed 
but the diffciencc between gning tlic noikcrs cmploymcnl m sub- 
maigmal jobs undei sonahsm and gi\ing them employment m rak- 
ing leaves, digging holes, and mending slieets undci the WPA m 
our capitalistic sj-stein is not tiemendously gicat 
All this, o[ com sc, docs not mean that a socialistic economy would 
base no atl\ .linages ovei a capitalistic economy in connection with 
economic suibility Many factois svhicli aic iinpoiiant in connection 
null business depiessions and unemployment undci capitalism (such 
as the os Cl expansion of bank credit in boom jienods, the tendency 
of competitive indvistiics to overshoot the m.irk with legard to total 
quantities of pioductivc f.vcihtics and the inclination of nionojio- 
listic industiics to take then losses, when ncccssaiy, by maintaining 
prices and pci muting then facilities and workers to be unemployed 
instead of by loweimg puces and continuing to use tbcii productive 
facilities and laboi) would be eliminated or controlled under social- 
ism Howcvti, the fact lemains th«it, until it is possible loi planned 
pioductivc lesulis to be perfectly lealued in piactice, theie aic 
opportunities foi giave economic maladjustments to occui under 
socialism And, in the face of such maladjustmenu, it may be held 
that a socialistic economy would operate to conceal business depi es- 
sions and unemployment lathcr tiian to eliminate them 
All in all, it does not seem possible to predict with gicat accuiacy 
just how well the total icsults of planned pioduction under social- 
ism would compare with those pioduced by our capitalistic system 
Ceitainly, it is difficult to see that there is any gicat automatic ad- 
vantage for socialism in this matter The results oE planned produc- 
tion in Soviet Russia do not Uiiow any gieat light on this matter 
eitliei, because economic planning m Russia was undertaken undei 
conditions very diffcicnt from those undei which it would have to 
be attempted m die United States We do not wish to entci into die 
controversy as to whether the great backwardness of the Russian 
economy at the time when economic planning was begun was a 
great boon ot a diawback from the point of view of successful plan- 
ning At least this backwardness picvcntcd the Russian experiences 
vsuh economic planning from being of gieat value as a guide to the 
piobablc experiences of other countries 

The Dtstnbutwn of Income The socialistic proposition to the 
effect that the individual citizens should woik according to their 
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desiie for compensation and receive income in accoi dance with the 
quantity and quality of work done indicates that theie will be dil 
feiences in wages under socialism However, in the virtually com 
plete absence of property incomes received by some individuals but 
not by others, it is certain that the degree of inequality m the dis 
tiibution of income among individuals and families would be 
shaiply less than that which exists in our capitalistic system In cnti 
cizing the proposed distribution of income undei socialism, we may 
admit tliat many evils which flow from extieme inequality m m 
come distribution under capitalism would piobably be eliminated 
under socialism, and that this lesult would be dcsiiable Moreovei, 
tlie receipt of unearned incomes by individuals would be eliminated 
under socialism, and this lesult would also deseive appioval Even 
under capitalism, most individuals would favoi the elimination of 
unearned incomes as a matter of general piinciple just as tliey 
would favor leligion, but no individual under capitalism evei 
thinks or admits that he personally receives any unearned income 
It IS always the other fellow’s income which is unearned. 

The leading question in connecuon with the socialistic distribu- 
tion of income is whether tlie pioposed moderate diffeientials m 
income would be consistent with tlie soaahst’s desiie to maintain 
and expand the total national income That is, would tlie small dif- 
feiences in incomes which modern socialism contemplates piove 
adequate to provide incentives for alP It individuals undei social- 
ism would lack incentives to work efBciently, to manage eiitei puses 
and industries efficiently, and to invent, contiive, and impiove ma- 
cliines and methods of production, the total national income might 
fall well below that whicli is produced under capitalism It is ob 
vious that, if the total national income weie too small, it could be 
divided ever so faiily and equally widiout producing a high level of 
economic welfare for the people 

With wages foi oidinaiy giades of labor paid laigely on a piece- 
woik basis. It IS quite possible that differences in wages at tlie 
lowei end of the socialistic income scale would be just about as 
adequate as they aie under capitalism from the point of view of 
providing incentives for oidinary woikers It is far less certain that 
the modest “uppei -bracket” wages pioposed by socialists would be 
adequate to piovide incentives foi the managcis and diiectors ot 
laige-scale goveinmental entei puses, for mventois and research 
specialists, and foi high-giade professional workers The socialists 
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obMously tlnnk that modcialcly lavgc ^vagcs Eoi such pcisons would 
\soik out satisCactoniy. but this is a niatiei which can be fully de- 
cided only by evpcucnce The socialists contend that individua s, 
legaidless of the difficulty and lesponsibiluy of llien woik, would 
not mind being only fniily well off, if ihcic weie no extremely iich 
indniduals with whom they could compaie themselves unfaioiably 
The socialists do not expect that individuals who had betome acciis« 
tomed to leceiving laige incomes under capitalism w'ould evci be 
fully content with the smallci economic lewaids available for the 
same woik under socialism But they expect that as soon as a new 
genciation had come along, composed of individuals who would 
know nothing about the laige dillcicntials in income which foiraeily 
pievailed undei capitalism, people would woik just as hard and 
efficiently undei the small income diffeientials of socialism as they 
would undei any other system of icwaids However, we have not 
found these aiguments entiiely comuncing 
In any case, as we have seen, the socialists do not intend to icly 
entirely on diffcicnccs in wages to piovide incentives foi the people 
They intend to leduce the impoiiancc of economic motivation as 
much as possible while developing other types of incentives gicatly 
Among the motivating foiccs which would be cmpliasircd aic such 
things as power, picstigc, public honois and acclaim, piule in woik, 
the joys of creation, extensive oppoiiunitics foi education and tiain- 
ing, jobs well fitted to indiMdual abilities, pleasant and intciesttng 
work in advanced positions, the filling of advanced positions on a 
merit basis, lehef from the dangcis of social insccuiity and unem- 
ployment, idealism, altiuism, devotion to the cause, and ultimate 
compulsion and penalties 

Just how well this system of model ate differences in wages com- 
bined with a host of othei incentives would woik out in piactice 
cannot be determined m advance Fundamentally, the answei de- 
pends upon the question of whether people behave acquisitively 
under capitalism because selfishness and acquisitiveness are an in- 
Iieient and unchanging part of their nature or whetliei this behavior 
under capitalism is pioduced largely by environmental and insti- 
tutional conditions peniliai to that system Of course, many people 
think that they know the final answer to this question, but they do 
not agree among themselves veiy well as to what the answer is It 
is our contention that the answer must be obtained from experience 
in trying to opeiate a socialistic system Heie again the Russian 
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experience has not been very helpful The Russian economy has 
moderate income dilleientials and relies on many othei types ot 
incentives, and one of its leading weaknesses to date has been low 
efficiency and pioductivity on the part of laboi of all grades Other 
things being equal, this lesult might point to some deficiency in the 
Russian system of incentives, but. in the case of Russia, low laboi 
efficiency and pioductivity could be explained in so many othei 
ways that this conclusion about incentives is not necessaiily wai 
ranted Quite apart from the Russian experience, howevei, it is 
obvious that, if incentives weie inadequate in a socialistic economy, 
the socialists would have to fall back on then contention that a 
moderate national income i athei equally divided among the people 
would be pieferable to a larger national income divided with great 
inequality 

The Population Question Some critics of socialism contend that 
the old population bogey might be revived in that system and diat 
population might increase so gieatly as to pioduce veiy seiious con 
sequences Accoiding to tins notion, population is held in clieck 
under capitalism by the desire of tlie citirens toi economic advance- 
ment, since too many children may keep a family horn getting 
ahead " If a socialistic economy guaranteed jobs at "good” wages 
for all citizens and undertook to assure suppoit and caie foi ones 
childien as well as foi oneself, families might inciease in si/e so 
much that standards of hving would decline substantially despite 
oui best productive effoiu This amcisra lies distinctly in the field 
of speculation Accoiding to many economists the number of chil- 
dren in a family even undei capitalism is often influenced to a con- 
sideiable extent by noneconomic consideiations Moreovei, m oui 
system, the largest families aie often found among the most wretdied 
and miserable gioups in the population It would seem possible, 
theiefore, that the assurance of a saUsfactoiy income to all workeis 
might help to hold tlie population in check rathei than to inaease 
It On the whole, then, we cannot predict that a socialistic system 
would definitely have a pioblem of ovei population 
The Issue of Fieedom The political and governmental system 
proposed by modem socialism seems ideal from the point of view o 
democracy and fieedom foi the individual, but many questions may 
be laised concerning the possibility of attaining this ideal pohtica 
and Poveinmental system in pracUce Gieat difficulties ivouJ 
doubtedly be encounteied m enlightening all the citi/cns concer 



637 


evaluation or socialism 

mu the economic and other issues vith which the go^c^nmcnt would 
ha%e to deal in attempting to have the government make immedi- 
ate and pi case responses to the changing uill ol the citirenry, and 
in handling economic representation and otlicr proposed features ol 
socialistic govcinment However, the leading question in connection 
with socialistic goveinment has to do with whctlier compiehensive 
economic planning is consistent with political demociacy Full- 
fledged economic planning seems to requne that cnoimous poweis 
for making and enfoicing decisions be centralized in a lelatnely 
small group of economic planneis near the head of the system Un- 
dei capitalism, at least, goveinmental officials and agenaes seldom 
seem willing to lelinquish poiveis which have once been granted to 
tliem and pet sons in high governmental positions do not always 
seem willing to give up these positions unless compelled to do so by 
the ii’orkings of the electoial piocess If human nature would not 
be profoundly changed under socialism, theic might be grounds for 
suspecting that the planneis would become coniinced of their own 
omniscience as planneis and that they would plan above all to keep 
themselves in office as planners 

Of course, the socialists are not inclined to admit that tins danger 
IS very serious They seem to think that human natui e would be so 
thoroughly changed under socialism that individuals who had been 
granted enormous powers as planneis would cheerfully doff these 
powers at the end of a short peiiod of years, if then sciwices as plan- 
neis had not been satisfactoiy to the citizens However, it seems to 
us that tlie psychological atmosphere undei economic planning 
might not be favoiable foi the changing of plans and the admission 
of giave errois in planning, if these changes and admissions weie 
likely to cost the planners their jobs Since errors would be made 
and plans would have to be changed fiom time to time, it seems 
likely that the planneis would try to achieve monopoly powers over 
their jobs While admitting that, in theory, economic planning is 
compatible with democracy, we believe that tlieie is a great danger 
that economic planning will be associated with dictatorship in piac- 
tice And this, of couise, would be quite enough to ruin the social- 
istic system from the point of view of many people 
The socialists admit that various economic lights which aie avail- 
able to the individual under capitalistic institutions would be elimi- 
nated under socialism However, the socialists contend that these 
lights — such as the light of private piopeity in productive wealth. 
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the right of fieedom of enteipuse, and the light to leceive extiemely 
laige economic gains as the lesult of exceptional peisonal accom- 
plishments 01 the owneiship of laige amounts of wealth — mean 
compaiatnely little to most individuals under capitalism The in 
dividual has these lights under capitalism from a legal point ot 
vieiv, but he is often economically unable to take advantage ot 
them Under socialism, the individual would letain those lights 
which aie most important to him undei capitalism — the light to 
choose his own occupation out of the many available and the right 
to spend his money income foi any commodities and sei vices which 
please him 

But we may well ask whether freedom of occupational choice and 
freedom of consumption choice aie compatible with economic plan- 
ning It IS difficult to see how the individuals of any economic sys 
tern could have complete fieedom in both of these matteis at the 
same time, except in that most improbable case m which the com 
modities and sei vices which the individuals in the system desned to 
consume wcie precisely those economic goods wlncli the individuals 
as pioduceis desned to tuin out In the usual case, the individuals 
as consumeis will greatly desiie some commodities oi services whose 
production is most unpleasant, while some occupations which peo 
pie w'ould gladly accept as producers will result in commodities or 
services which the people as consumeis do not gieatly desne Of 
couise, some sort of adjustment is achieved under capitalism by 
means of the lelative puces of vaiious commodities and services and 
the lelative wages in vaiious occupations, but the resulting ranges of 
products and of occupations are nevei those ivhich the people 
would have fieely chosen on a physical basis 

Under socialism there is the added complication of lelating both 
of these fiecdoms to economic planning So what the socialists prob- 
ably mean by Ireedom of consumpuon choice is that the total range 
of commodities and services which it is deemed ivoith ivhile to 
pioduce will be determined by economic planning, but that the in- 
dividual consumeis will be as fiee as possible to spend their money 
incomes for any commodities oi sei vices within diis range In simi- 
lar fashion, tlie total range of occupations that it is consideied dc- 
siiable to carry on in the economy will be detei mined by economic 
planning, but die individuals as workcis will have a fiee choice 
among all occupations within the socially approved range in 
telhgent economic planning will then keep the total range of com- 
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modules .ind scmccs duel ihc towl langc of occupations consistent 
with cjch oihci Ouisult of these planned langcs, thcic will be no 
ficedom at all No indmdnal mil be alilc to consume yachts oi 
mink coats if these commodities aic not mcluded in tlic planned 
langc of goods to be made asail.ible to the citizens, and the indi- 
\idunl who wisiits to be an .idagio dancci oi a magician will be 
similailyoutof luck if sucli occupations have not liccn pioiided for 
in the economic plans 

Thus, It would seem that the individual’s occupational and con- 
sumption choices, while flee within a ccit.iin langc, would on the 
whole be stnctl) hunted vindei socialism This conclusion is not 
acceptable to the socialists, who contend that the individual would 
actual!] liavc mote ficcdom in these icspccts iindct socialism than 
undei capitalism In the lattci system, tlieie is a iiemeiidous langc 
of consumption choices available on tlic mnikct, but most individu- 
als have such small money incomes that then actual consumption 
choices arc scvcicly limited Undet socialism, the total langc of con- 
sumption choices would be more icsinctccl, but, with monc> income 
distributed rathei evenly among the individuals, each pci son would 
be able to pnrehnse and consume virtually anything which planned 
production made available Undet c.ipitalism, thcic is a wide lange 
of occupations legally open to the individual woikcis, but each 
worker is actually able to qualify only foi one occupation or a vciy 
small numbei of ocaipations Undci socialism, the total numbci of 
occup,itians would be somewhat smaller, but the bi caking down 
of certain cnviionmcntal barricis to movement between the laboi 
' gtoups b] means of education and tiaming would pcimit each 
worker to qualify for a broadci lange of occupations than under 
capitalism 

Coiiclusion In evaluating modern socialism as a pvoposed system, 
we are faced again with imposing lists of advantages and disad- 
I ^^wtages, of assets and liabilities The socialists clcaily have an ad- 
vantage in supporting then ideal theoretical system m compauson 
, With oui actually opeiatmg capitalistic system That is, a system 

s ^'hich worked out exactly in accordance with the socialistic model 

Would be regarded by many people as “bettei" than om actual capi- 
' *®hstic system On the otlier hand, the ideal tlieoietical capitalistic 
system may well be regarded as superior to any socialistic system as 
/ such a system would probably woik in practice ’fVhile it is clear that 
modern socialism afloids some kind of a woikable altcinative to 
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our capitalistic system, the question of |ust how well a socialistic 
system would actually operate in the United States in comparison 
with our existing system of capitalism simply cannot be answered 
accurately in advance Appaiently most Ameiicans aie anxious to 
postpone any attempt to change oui system over to soaalism at least 
until some actually opeiating socialistic economy is seen to function 
in a mannei which convinces them of the practical superiority of 
the socialistic form of oiganization Foi the present peihaps the 
chief objection to socialism is that most of oui people simply do not 
seem to want it 

We shall make no attempt to evaluate in detail the ideal theoreti 
cal system of communism Whether such a system would be desir 
able if It could be attained might piopeily be a matter of some con 
troversy, but,<for the moment, a more impoitant consideration is 
that there seems to be no chance for such a system to be attained or 
to opeiate in the manner specified in theoiv Even those individuals 
who are enthusiastic about communism as an ultimate ideal concede 
usually that there would be no possibility of our changing dnectly 
from capitalism to communism and admit that a long prepaiatorj' 
interval of socialism would be necessary before we could leacli the 
final goal of communism In this situation, ive may be content with 
the lefcrenccs which we have already made to the piactical difiicul 
ties invohed in operating a communistic system 

QVtSTlONS 

1 "One of the most difficult tasks for socialists in tins country is that of 
convincing the citizens tliat soaalism is desirable" Explain 

2 Why should revolution (m the sense of violent overthrow) be aiouleo 
if possible, in passing from capitalism to socialism? Explain 

3 As a leading socialist you are placed in sole charge of the task 
getting productive wealth from private to public hands m passing 
from capitalism to socialism What metliod or device would you use 
and why’ 

4 Some socialists contend that in passing from capitalism to sociahs 
the capitalistic owners of producine wealth should be compensate 
by means of "nontransfeiable, dateless government income boms, 
based on picsent valuation of the wealth but iMth a low rate o m 
terest " What are the merits of this plan of compensation’ 

5 "The arguments over compensation and confiscation, as methods o^ 
getting pioductive wealth from prnate to public hands m passi^r 
from capitalism to modern soaalism are meaningless since )o 
methods actually insolve confiscation ' Do you agiet’ Explain 
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6 "The adoption o£ socialism, oi even the threat of such action, would 
cause a disastrous exportation of capital from this country” Show 
whetlier you agree 

7 "The total results of planned production under socialism would be 
better suited to the basic needs and desires of the people than those 
achieved by capitalistic pioduction on the basis of the maikct and 
price mechanisms Why do socialists hold this opinion? 

8 "Planned production under socialism would be able to achieve a 
le\el of technical efficiency higher than that attained under capital- 
ism ’ Show whether you agree 

9 "The e\ils uhich result Irom great inequality in the distnbution of 
income undei capitalism would be eliminated or greatly reduced 
under socialism ” Lxplain 

10 "The gieat masses of workeis would be relatively well off under 
socialism in comparison with their status under capitalism” What is 
the basis for this contention^ 

11 Why do modern socialists argue that business cycles would be climi 
nated in their proposed economic system? Explain 

12 Would the economic accomplishments of socialism be consistent with 
the retention of a great degree of political and economic freedom for 
the individual citizens? 


13 

14 

15 

16 

17 

18 


"A socialistic economy would encounter many problems in trying to 
adjust planned productive resulu to the needs and desires of the 
citizens ’ Explain 

‘The question of democracy in government undei soaalism is a very 
important one in connection with evaluating the piobable results of 
planned production ' Show whether you agree 
Under socialism the actual results of planned production could not 
be expected to be precisely those which were planned ” Do you agree’ 
Explain 

"The leading question in connection with the soaalistic distribution 
of income is whether the proposed moderate differentials in income 
would be consistent with the soaahsts’ desire to maintain and ex- 
pand the total national income ’ Explain 

Just how well the socialist system of moderate diffeiences in wages 
combined with a host of other incentives would work out in practice 
rannot be determined m advance Why? 

In actual practice a socialistic economy would operate to conceal 
business depressions rather than to eliminate them” Show whether 


you agree 

19 Socialism is theoretically compatible with democracy, but there is 
a great dinger that the government of a socialistic economy will be a 
amtatorship m practice’ Explain 

ocialists promise more than they can deliver when they say that, 
m their system, individuals will have freedom of both consumption 
un occupational choice ” Show whether you agree 



CHAPTER 24 


EVALUATION OE SOVIET RUSSIA 
AND SOCIALIST BRITAIN 


We tui n now to the difficult task of evaluating tlie economic system 
of Soviet Russia Howevei, befoie getting into the evaluation pioc 
ess Itself, It may be well to review the factors which make the 
pioject so difihcult In the first place, we may note that statistical 
data on many impoitant economic matteis aie either unavailable or 
of questionable \alue No general statistics aie published on sudi 
topics as puces, money in aiculauon, housing, cost of living, and 
real wages Statistics aie available on many other economic topics, 
but the statistics aie often given in rubles, and the ruble used in the 
mteinal economic activities of Soviet Russia has had an aibitiar) 
and fluctuating value Many of the ruble figuies are supposedly 
adjusted to allow foi tlie changing value of tlie luble, but, in tlie 
absence of puce-level data, it is impossible to check the adequacy 
of such adjusunents 

The most common souice of data on the Russian economy is the 
Russian gov'einment itself (oi various agencies of the goveinment), 
and this is likely to be a biased souice Faced with the task of opeiat 
ing a planned economy in the midst of a more oi less doubting an 
hostile woild it is quite possible that statistics arc issued whici 
conceal the failuies of the economy and make its accomplishments 
appeal as wondeiful as possible Jt is all very well to aigue that 
the Russian goveinment needs accuiate statistics on all economic 
matters in oidei to have any hope of opeiating its planned economy 
successfully, but this would not necessarily pi event the making up 
of a sepal ate and unieliable set ol statistics foi the education of me 
outside world Moieovei, different govei nmental agencies (all sup 
posedl) authoi native) often present widely vaiving data covcriiio 
e\actl\ the same economic activities in the same pcrio o 
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When we lun across five different figures foi steel pioducUon in 
1932, for example, we begin to wondei what the output actually 
was And the govetnmental agencies seldom attempt to collect oi 
even account foi the disci epancies in the data which they give out 
Even lE we had adequate and reliable statistics coteiing Russian 
economic activities, our task ivould still be complicated by seveial 
otlier factors The Russian economy has been operating on the basis 
of economic planning foi only a little over tiventy yeais, and it had 
only foul teen years before its opeiation was seuously upset by 
World Wai II It is impossible to foim an accurate final judgment 
of Its accomplishments and failures on the basis of such a short and 
intenupted expeiience Neithei can one evaluate the Russian econ 
omy adequately by pi ejecting prewar economic tiends into the 
future In the past, Russia’s planned economy has been handi 
capped by her backwardness and inexpeiience with modern produc- 
tive methods and equipment, but she has had the advantage ol 
being able to take over these methods and types of equipment leady 
made, instead of having to develop tliem slowdy and paintully loi 
herself 

Russian economic accomplishments on the basis of planning have 
been very uneven and it is difficult to balance the successes and fail- 
ures so as to get a general impression We may suspect, of couise, 
that while a 50 per cent over-fulfillment of plaiis foi automobile 
production and a 50 per cent under-fulfillment of plans foi automo 
bile tiie production would balance out to an ateiage of 100 pci cent 
fulfillment, the result would be far from perfect Hoivever, it is not 
so easy to handle, for instance, a fivefold increase in the numbei ot 
tractors used in agriculture accompanied by a loss of half the live- 
stock on Russian farms 

Great as are the difficulties encountered in handling tlie strictly 
economic successes and failures of the Russian system, the situation 
IS urthei complicated by the virtual necessity of giving consider a- 
mn to some noneconomic factors Soviet Russia continues to 
update under a goveinment which is in fact a strong dictatorship, 
and her attitudes and acuvities with lespect to such matters as 
*eigion and mairiage have brought widespiead ciiticism in othei 
ountiies On the other hand, Russia has greatly inci eased the vol- 
rae of social services at the disposal of the people, has promoted 
ucation and the literacy of the people, and has consideiably im- 
P oved the position of women in Russian ufe It is most difficult to 
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know to what extent these factors should be consideied as cancel 
ling each othei and how they should be weighed in relation to the 
moie stiictly economic accomplishments and failuies of the system 
Almost the only ray of light in connection with the problem of 
evaluation is found in the fact tliat, on the whole, the final eco 
nomic goals of the Russian system aie appaiently not veiy difleient 
from those of our own economy In both cases, the final goals are 
appaiently found m die maximization of pioduction and of the 
standards of living of the people, diough die two economies dis 
agiee enthusiastically as to the institutions and methods which are 
best adapted to the attainment of these objectives 
The Natute of the Russian Economy Anothei question ivhich de- 
serves some consideiation befoie we get into the detailed business of 
evaluation has to do with the exact natui e of the Russian economy 
From the strictly economic point of view, the economy does not 
diffei very shaiply from that pioposed by modem socialism Piivate 
property in pioductive wealth has been almost completely elimi 
nated Freedom of enteipiise exists, foi all practical pmposes, only 
for the system as a whole and not foi the individual citizens Eco 


nomic motivation is played down to a great extent in comparison 
with the situauon undei capitalism, and noneconomic incentives 
are emphasized Competition is not the ruling force m economic 
activity Individuals have consideiable freedom of choice with 
lespect to occupations and consumption Economic activities aie 
operated on the basis of compiehensive economic planning rathei 
than on that of the price and market mechanism The major fields 
of industry and business aie dominated by public cntei puses Pi op 
erty incomes have been virtually eliminated and inequality in the 
distribution of income is not so great as that winch pievails in capi- 
talistic countiies In these lespects and in many othei s, the Russian 
economy is one of modem socialism 

However, this conclusion would be indignantly denied by man) 
Clitics of the Russian economy, and the basis foi this denial is found 
piimarily in the dictatorial and undemocratic Russian government 
According to this point of view, socialism calls foi “a planned sell- 
aoverning management of economic, cultural, and government in- 
stitutions by the people tliemselves ” ‘ On the odiei hand, in the 
Russian system, 

lA Vugo«, for IVar a«d Peace, p 236 Reprinted 
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The dictatorship has deprived die masses o[ all opportunities of mde 
pendent participation in the iinnigcnicnt of indusiiy, it Ins created a 
situation m the coiiini) in iihuh thcic is not the slightest hint of public 
control, no possihilii) of fiiiulaiiiuital criticism of the general policy An 
economic system of the Sociilisi type, to a socialised economy, can de 
velop only uhen comiiuinal life is not shackled, when the labor and the 
creative spirit of the people arc fiec- 

The effect of having a siiong dietatoiial govcinment cMends lat 
beyond the strict field of govcinment itself Accoiding to tlie allies 
the elimination ol put ate ptopeiiy in pioductivc wealth has not 
resulted in socialized piopeily but in piopeity in the h,mds of the 
dictatorship, winch is a fai diffeient tlung All the impoitant eco- 
nomic decisions arc made by agencies of the govci nment, i e , agen- 
cies of the dictaioiship and not by elective economic organiza- 
tions or dcmociatic giotips of woikcis The gicat masses of people 
in Soviet Russia as in capitalistic countiics aie lined cmplovees 
noiking foi wages Again, while inequality in the distiihution ol 
income in Russia is less evtreme than that which CMSU m out capi 
talistic economy, it is held by the attics to be much too large to 
fulfill the ideals of modern socialism And the chief icason loi tins 
condition is found m the dictatoislnp The leading mcmbcis of the 
Communist Party and of the govcinmental biucauciacy do not own 
the productive wealth of the system noi do they icceive piofits in 
the oidinaiy capitalistic sense But they do conliol the uses ol pio 
ductile wealth, diicct the pioccsses of saving and imestment to suit 
themselves, decide how huge a pait of the national income the toil- 
ing masses shall receive, and aie in a position to see to it that then 
own economic welfai c i cniains at a high level Tire gulf between die 
incomes of these peisons and those of the oubnary woikers is con- 
sideiable Moreover, the lower lanks of governmental biucauciacy 
arc crowded with econonntally supcifluous if not actually paiasUic 
supernumeiaiies who do not deseive even then i datively moic 
slight elevation above the masses with respect to income 

On the basis of such considerations, many enthusiastic devotees 
ol modern socialism have openly disavowed the Russian economy as 
an 1 lustration of the type of system which diey advocate But how 
shall we desaibe the Russian economy if u ,s not to be considered 
socialistic? It IS obvious from the economic chatactenstics which we 

ave isted that we cannot considei the Russian economy capitalistic 

» Ibtd p gijq Repniuert Wv perimwion of the publishers 
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in the ouhnai\ iensc, ami, if the Russian economy falls short of 
modem soruilism, ut cannot foi a moment consider it to be coni 
iimnislic Some pcopJe tliink that it is a system of state capitalism, 
SMth the Icadim; pans mcmbeis and buicauciats replacing the 
foimei capitalistic class in powci if not in owneiship, lining the 
oidiiinu uoikcrs ol the ssstem foi tvages, and Ining inoidinately 
ucll off then exploitation of the masses Howes er, this description 
IS not particulaih saiisfactoiy since there is not leally any capitalist 
class in Russia, noi aii\ market or puce system in the oidmaiy capi 
talisiic sense, and ihcie arc no business jnofits as under capitalism 
Still oihei people hold that the Russian system is inheiently similar 
to dial of Germans undei National Socialism, and tliat both sys 
terns aie exinnples of a nets ly]>c of totalitarian economy ssliich 
defies description on the basis of tlie old standaidircd teims These 
people, It seems to us, aic so completely ovens helmed by smiilai ities 
bciueen tno dictatorial goternments and by surface similaiities of 
an economic chaiactcr that they ovcilook entnely gieat dilferences 
between SoMct Russia and National Socialist Geimany in regatd to 
the social essence and spun of the systems and the leading goals or 
objectives which they puisne In the end, thciefore, we shall con- 
sidci die Soviet Russian system as socialistic, on the giound that it 
IS more nearly socialistic than anything else, although we admit that 
It falls fai shoit of being a perfect example of the economic system 
pioposcd by modem socialism as an idealistic theoietical movement 
\s Cole says “It is silly to pietcnd that the Soviet Union is perfect, 
simply because it is Socialist But it is even sdliei to pretend that it 
cannot be really Socialist, because it is not peifect " ® 

The Accomplishments of Soviet Russia 

In dealing with the subject of production in Soviet Russia, we 
know that, while die economic institutions of that system differ from 
oui own, the pi maples and methods which Russia uses m the field 
of production are foi the most pait those which we use under capi- 
talism That IS, Russia goes in for roundabout, specialized, and 
laige-scale pioduction in anticipation of demand The distinctive 
feature of die Russian pioductive system is found in the fact that 
this system opeiates on the basis of comprehensive economic plan- 

S G B H Cole, Europe, Russia, and the Future London Victor Gollauc/, 
Ltd , 1912, p 31 
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nmg instead of on the basis o£ tlie inaikct and pure mechanism 
Hence, m this phase o[ om evaluation, u’e shall he conccincd null 
the pioductne lesults sshich Soviet Ikussia has turned out on the 
basis o[ economic planning 

The Continued Opcinfioii o/ a Planned Economy One geneial 
accomphshnient s\ ith which wc may credit Soviet Russia is lound 
in the Tact that Russia has been able to keep a planned economy 
opciating and has been able to make consideiiiblc crononiic piog- 
ress luidei a planned economy II this does not seem ,it fiist glance 
to be a wondci lul accomplishment, we should rcmcmbci that, be- 
fore the great Russian e\penment began, thcie neie many people 
in tins and othei capitalistic countiies who denied loudly that a 
planned economy could be opciated at all oi who contended that 
such an economy, if by chance it did succeed in avoiding complete 
collapse, must necessarily be stagnant and unpiogiessive In the old 
days, the economist who attempted to dcsciibc just how things 
would be done in a planned economy and just what icsttlts would 
be achieved placed himself in a lathct piecaiious position He could 
ahrays be asked to prove his contentions and, in the absence of any 
country whicli was actually opeiating under economic planning, he 
could never do so to the satisfaction of the objector Now, at least, 
we can realize that there is a choice available as between planned 
and unplanned economic systems Not only has Soviet Russia been 
able to keep on operating and make progiess under the planned 
economy, but she was also able to suivivc the ordeal of pai ticipating 
in the gieatest wai m history, and tins was another feat which many 
outside observers deemed impossible at the time when Russia was 
attacked by Germany 

Methods of Planuing In general, the methods of economic plan- 
ning in Russia seem appropiiate for such an economy and in rea 
sonable accord with the prospectus of modern socialism The State 
lanning Commission proper has the assistance of its council, its 
arge staff of planning woikers, various statistical, accounting, le- 
search, and training agencies, and a large number of subsidiaiy 
planning bodies, both funcUonal and regional The method of mak- 
ing out a tentative plan, submitting it to a variety of subsidiaiy 
P anning agencies m order to obtain suggestions, criticisms, and 
ountw plans, and then constructing the final plan seems logical 
int*^ detailed, compiehensive, and have reasonable 

lernal consistency, and yet they are flcMble and subject to constant 
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levision Of course, it may be objected that the State Planning Com 
ssion leceives too mudi advice and coniiol fiom the leadeis of 
the Communist Paity and that it pays too little attention to the 
aiticisms. suggestions, and counter-plans received fiom belmt 
These drawbacks, however, may be attnfautcd laigely to the dicta 
tonal form of goveinment undci whicli the Russian economy labors 
Under conditions of full democracy, the planning mechanism itself 
would merit a considerable measuie of approval 
The Ehmination of Capitabstic Wastes The planned economy of 
Soviet Russia has been successful, as we should expect, in elimmat 
mg many types of waste that aie chaiacteiistic of capitalistic pro 
ducuve systems In Russian pioduction, there is no abuse of the 
profit motive oi lestiiction of tiie outputs of industiies m ordei to 
make moie money than could be made by mavimiring production 
Since Russian industries are not oiganized on a competitive basis, 
theie IS no competitive tendency to overshoot the maik with regard 
to the quantities of productive faalities whicli are set up m indi 
Mdual industries The planneis make plenty of mistakes in estiniat 
ing human needs or demands foi goods, but once they have readied 
deasions as to the outputs which aie desirable, they do not set up 
unnecessarily large quantities of productive facilities and then allow 
a considerable pait of tliese facilities to stand idle because of a 
deficiency of eflcctive demand The Russian productive system has 
not gone in foi any undue piolifcration of the styles, shapes, si/cs, 
and colois of goods In fact, any erroi in this matta has probably 
been in the othei diiection The Russian economy has not deiotcd 
large quantities of productive agents to die advei using of large 
mimbeis of competitive biands of essentially the same economic 
goods, and it has not turned its natuial lesouices ovei to private 
individuals foi wasteful competitive exploitation Tiie Russian 
economy has not lived up to the lettci of the soaahsts' pioposal of 
‘necessities foi all befoie luxuiics foi any,” but its lecoid with 
legaid to the kinds of goods produced has been lelatively good 
Howevei, as we shall see, all this does not mean that the Soviet 
Russian productive system has been fiee fiom wastes of all kinds 


Indtishtal Production The Sonet Russian oigani/ation for indiis- 
tiial pioduction is ladier complicated and it has been subject to 
extensive levision fiom time to time, but the pioductive results 
whicli have been acliieved m the field of industry desei've favorable 
comment on the whole The lapid increase in the production oi 
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dgrtoiftnrc 1 lit itstilis of the ojKniion of the Russian pt.nincd 
tcononn in the field of agiiruliurt have not been so favorable 


as those in the field of iiuhisiiv, but some planned goils have bicn 
atuincd Russuin agmuluire wis tpinklv ami ihoiongbly colktti- 
'trtd, tliai IS, in a few veais Riissnn agiunlunal ojiciatinns were 
iransknctl fiom private to colltrtivc and govtiiniittual li.iiuls 
Sinrt tJiL foimei ptasatu oigatn/ation of igtitiiliiiic w.is badl> uii 
suited to tilt industiialuation of the tionomy and to the gtiunl 
optMlion of a planned tconomv, Uns tolleriivi/aiion was piobibh 
neccss.irv .md dtsiiabk, wliaitvu ont may think of the meiliods bv 
which It nas attompiishcd 1 lit Russiin Icadtts w’iscly dtcitkd to 
e-tve a considciablc pait of tht .igi iciiUin al iciiviuts of ibe toniiU) 
m the hands of colkclivc or (oopciauvi faims instead of insisiuig 
that It all be irnnsfeircd to state owned and state opcialcd cmci- 
prises at the earliest possible moment Ruhci cfftciivt devices li.vvc 
Hen developed foi contiolbng colltciivc .igiinilune and for keep 

tHg its productive results in line with the pi ms foi tlic icst ol the 
economy 

In the period fiom 1928 through 1<M0 the Soviet Russian planned 
conomy also made considciablc piogicss tovvaid anolhet niajoi 
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agricultuial goal — the mechanizatjon of agricultuie Considerable 
additional quantities of land were brought under cultivation 
Actual outputs of faim crops m Russia had their ups and downs, 
but in many cases improvements in output occurred In spite of all 
fluctuations in pioduction, Russia was able to maintain its posiuon 
of woild leadership in the production of several important farm 
crops and improved its world position with lespect to other ciops 
Many new farm products were developed under planned agiicol- 
ture 

While the workers on the state farms were very well treated on 
the whole and while the Russian leaders contended that the income 
position of the average collective farmer was not too unfavorable 
in comparison with that of the aveiage industrial worker, it is 
impossible to state with much assuiance that the economic lot ot 
the average Russian farmer impioved greatly under the first three 
Five-Yeai Plans On the othei hand, most of the sacrifices which 
were visited upon the Russian faimeis weie piobabl) necessaiy to 
tlie lapid industrialization of the economy, without which Russia 
would have had little chance of survival in World War II Russian 
agricultuie was especially hard hit during the war peiiod and, be- 
cause of a vaiiety of natural and otliei factors, has made less prog- 
ress than ochei fields of economic activity toward the regaining of 
piewai levels of pioduction in the yeais since tlie war As a lesult, 
the faimers’ lot has not been an altogether happy one in recent 
years 

Marketing The Russian system of marketing goods is not yet free 
from seiious defects, but it has made considerable pi ogress over tlie 
years of planned opeiation of the economy The total volume of 
letail trade has inci eased enoimously since 1928, as we should ex- 
pect on the basis of inci eased outputs of most kinds of goods Start- 
ing with a situation in which widespiead and discriminatory 
rationing existed, in which many types of stoies were set up to serve 
particular classes of people, and in which puces of the same goods 
varied widely from one type of stoie to another, the Russian retail 
marketing system has gone far toward attaining the goal of having 
a single set of state and cooperative stoics selling all types of avail- 
able goods to all m any desired quantities and at a uniform scale 
of puces As we noted in Chapter 11, methods of store operation 
and levels of managerial effiaency in retailing weie highly unsaiis 
factoiy m the early days of rationing In more recent times, many 



evaluation or soviur kussia and sociai ist Britain 651 

Russian retail stoics hate come to offci laige vanctics of goods, have 
numcious and tvell qualified sales people, display and stoic tlicii 
goods in efficient fashion, and offei many of the incidental sen ices 
to vhicli we aic accustomed in out capitalistic economy Morco'ci , 

It IS claimed that the Russian letailing system non opeiatcs with 
considerable efficiency, since costs foi oscihcad and distiibution are 
said to lun well belosv the avciagc foi stoics in capitalistic counti les 
To the CNtent that this adsantage is genuine, it icsulls undoubtedly 
m laigc part fiom the fact that Russian stoics aie compaiatitely free 
from many of the competitive wastes which charactcrire ictailing 
in otliu Lconomic systems 

Credit, Banktvg, attd Investment We have found coninicicial 
credit to be in widespread use in tlic Soviet Russian sjsteiii on the 
basis of methods which arc basically not very diffeicnl fiom those 
used in oui capitalistic system, cveept that the business ol com- 
mcicial banking is a governmental monopoly in Russia and the 
total volume of coinmcicial aedit to be evtended is undci pkinncd 
control It was a difficult task to establish a laigc scale system ol 
commeicial banking and make it opciatc aftci the banks had been 
liquidated during the moneyless peiiod of war communism, but the 
Russian system of state banking has operated moie and moic cl- 
ficiently as time has passed, in spite of a steadily incieasing volume 
of business The banking system seems well adapted to the needs of 
a planned economy, and, since the total tolumc of cominei cial ciedit 
IS under planned contiol, Russia is one counti y in which the com- 
mercial banking system should play no part in causing booms and 
depressions 

Fundamentally, the process of saving and capital foimation is 
die same in Russia as in capitalistic countiies That is, the piocess 
lequiies that agents of pioduction which might have been used to 
produce consumers’ goods be used to tuin out capital goods, and 
tliat consumers foi the time being must thcieforc go without con 
sumable goods which they might have had otlienvisc The total 
money income paid to tlie citizens is moie than enough to buy all 
available finished commodities and services at planned puces, and 
the government recaptures a portion of this money income foi the 
purpose of capital investment by means of various devices The 
funds available for investment aie then distiibutcd among indus- 
tries and businesses by several government banks The mechanism 
for handling saving and investment m Russia is just about what one 
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would expect in a planned economy, and it has ceitam obvious 
advantages With both the total amount of saving and inAestment 
and the distribution of capital funds and capital goods among 
industries under the contiol of the economic planneis, many of 
the pioblems which are commonly associated with investment 
credit and banking in capitalistic countries aie of no concem in 
Russia 

Saving and capital foimation have gone on at a lapid pace and it 
IS commonly estimated that Russia, undei the planned economy, 
has been taking about a thud of her national income, on the avei- 
age and in times of peace, in the foim of new productive facilities 
Thus, Russia seems to have dispioved rathei thoioughly the com- 
mon notion that a great volume of saving and capital formation 
can occur only under capitalism, only when the national income is 
fairly adequate to stait with, and only when the national income is 
divided veiy unequally among the individual citizens While the 
laige piewai investment piogiam could be oiticized in many ways, 
It pioduced lesults which the planners thought the people and the 
country needed, and it is difficult to see how Russia could have 
lesisted Geimany as effectively as slie did if she had not gone ahead 
lapidly in developing the pioductrve faalities of the country We 
may also commend Russia's wisdom m decentializing her new pio- 
ductive faalities and scattering tliem ova the count! y After being 
ludely interrupted by Woild War II, the piogiam of capital invest 
ment is scheduled to go forward rapidly undei the Fourth Five-Year 
Plan 

International Trade The international tiade of Russia has been 
cairied on by a governmental monopoly and this trade has always 
been thoroughly subordinated to tlie objectives of the national eco- 
nomic plans Russia has made no attempt to import all goods wdnch 
could be pioduced moie cheaply in other counuies than at home or 
to export only those goods winch could be produced moie clieaply 
in Russia than in otlier countries Too strict a dependence on tic 
principle of comparative costs might have caused Russia to remain 
a backwaid agiicultural economy, exporting hugely raw and p.utly 
piocessed commodities while importing laige quantities of finished 
manufactured goods In older to attain industiialization, Russia has 
exported at a consideiable saciiBce goods winch were both mclli- 
ciently produced and badly needed at home and has 
home many types of goods which, at least loi a time, could have 
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been purchased more cheaply m other countries On the whole, 
Russia has attained a laihcr high degree ol economic sell-suifiaency 
We may say in fa\oi of Russia’s u.ide policy only dial it has 
shielded the countiy to a gicai extent from disiuptivc international 
economic influences and that it has ,ipp,uently been well cooidi- 
nated i\ ith the long-run goals of tlie planned econoni) 

The Dtstribuhon of Income In matters of income distribution, 
Soviet Russia lives up to the specifications of modern socialism at 
least roughly With very minoi exceptions, piopcity incomes have 
been eliminated foi pin ate individuals A pait of the social income 
may be construed as consisting of lent, inteiesl, and piofits, but this 
soaal income, or such part of it as is deemed available foi consump 
Uon, IS disuibuted to the individual citircns almost cntiielj in the 
fonn of wages Both wage laics and total wage payments <iie dctei- 
mined on the basis of economic planning Differentials in uages 
between woikcis exist both for the ]mrposc of reuaiding the 
norkeis for then dilfcicntial accomplishments in pioduction and 
for that of inducing a distiibution of woikcis among occupations 
and industnes whicli will peimit the economic plans of the country 
to be fulfilled as ncaily as passible On the basis of these diflcien- 
tials in wages, a modciatc degiec of inequality exists in the distri- 
bution of income Estimates vary as to the degree of inequality 
which exists in the distribution of the national income The latio 
between the highest and lowest money incomes of individuals has 
been commonly staled as 10, 12, 15, or 20 to 1, and some critics of 
the Russian system say that tlie raoo is more nearly (jO or 70 to 1 
It really mailers little which one of these ratios we accept oi 
which one actually exists in the Russian system Under any of the 
ratios from the highest to the lowest, it is obvious that Russia has 
shaiply reduced inequality m the distiibution of income among 
peisons in comparison with leading capitalistic countiies And, 
smee the differences in money incomes consist almost entirely ol 
differences in wages, Russia may be said to have eliminated almost 
completely those private incomes of individuals undei capitalism 
which modern socialists icgard as unearned Suppoiters of the 
Russian system also contend that inequality in the distiibution ol 
real income among peisons is less than that which exists in die 
distribution of money income because of the great volume of social 
services and free public services which the citwens leceivc and which 
are distnbuted among individuals moie or less on the basis of need 
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The Stattis of Labor. Since workeis are about the only income re 
ceiveis in Russia, we cannot make the usual compaiison between 
workers and other groups of income leceiveis Howevei, theie are 
some giounds for arguing that the status of labor in Russia is gener- 
ally satisfactory As we have seen, diffeientials in wages exist be- 
tween woikeis, and these diffeientials are intended to be adequate 
to piovide incentives for all classes of woikers Wages are on a piece- 
woik basis wheiever possible, and the piece rates aie supposed to 
give due legaid for the skill requiied in diffeient jobs The payment 
of additional bonuses or premiums for inoeased quantities or im 
proved quality of output is rather common Individuals who be- 
come "Stakhanovite” woikeis or “heioes of labor" receive a great 
deal of favorable publicity as well as fairly large extra economic 
lewaids The workeis are also said to be benefited by such factors 
as lelief fiom tlie dangers of unemployment and of economic inse- 
curity in general, and extensive opportunities for advancement 
However, as we have seen, the Soviet system does not intend to de- 
pend altogethei on economic incentives in older to get tilings done 
Reliance is also placed on such things as a gicat variety of public 
honois, socialist competition, idealism, altruism, devotion to the 
cause, pride in the work, the knowledge on the part of the workers 
that they can benefit themselves by inci easing the social product, 
ultimate compulsion, social disapproval and dishonor m cases of 
unsatisfactoiy work, and a variety of fairly severe direct penalties 
Apart fiom the question of wages and other incentives, the Rus- 
sian workeis have apparently had favorable working conditions m 
oidinaiy times The standard working day has been shoit in most 
occupations, and especially short for young workers and foi workers 
in difficult and dangerous occupations Rest days have been lie- 
quent, the workeis have enjoyed latliei long annual vacations witli 
pay, and the use of child laboi has been prohibited Most Russian 
workers belong to labor unions, whicli are of the industrial type 
The collective baigaining function of these unions is not of any 
great impoitance but they peifoim a variety of other functions, 
some of which aie not oidmaiily undertaken by unions m other 
economic systems Russia has a rather comprehensive system of 
soaal insurance for its workers Theie is no unemployment insur- 
ance, since there is supposed to be employment foi all in the Rus- 
sian economy, but virtually all otlier possible types of social insur- 
ance aie included In general, the social insurance benefits pioiicieO 
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by la^v aic rathci hbeial in comparison with those which are avail- 
able m most capitalistic sj stems Finally, nhile the real wages and 
standaids of living of the Russian workeis and the Russian people 
m general ha\c remained low in compaiison with those enjoyed by 
the ati/cns of leading capitalistic counti ics, ihcie is little doubt that 
these leal wages and standaids of living have been slowly and 
gtadually improving, except duiing the Avar and immediate postwar 
periods And tlie Russians can at least contend that, if the real in- 
come of their economy e\ci becomes as gieat on a per capita basis as 
that of the United States, the oidinaiy Russian Avoiker Avill be con- 
siderably bcttei off than the otdinaiy Amei lean woikcr Avith respect 
to real income and standards of living because of the much more 
equal distubution of income among peisons which prevails in 
Russia 

economic Stability On the basis of the statistical evidence, the 
claims of modern socialism with respect to economic stability seem 
to have been fairly well realired in the Russian economy At any 
late, m twenty ycais of planned operation, the Russian economy has 
experienced nothing even appioximating a severe depression m 
business and economic activity, nor has there been any tioublesome 
Aohime of unemployment ^Vhile the otliei economic systems of the 
woild expel icnced a severe business depression betAveen 1929 and 
1932, economic activity in SoA'iet Russia continued to move onivaid 
and upward Russia is the only impoxtant counti y in the Avorld in 
which virtually all phases of economic activity ivere on a higher and 
more satisfactory level in 1932 than in 1928, and continued pvogiess 
ivas made in Russia up to the beginning of the Avar The Russian 
leaders daim, of couisc, that these desiiable lesults Aoav from the 
natute of their system, and, as sve have seen, there may be a great 
cal in the claim that a planned socialistic economy can avoid 
oooms and depressions in economic activity if u strives earnestly to 
do so With the constant expansion of economic activity under the 
'ive-Year Plans, the Russian leaders contend that unemployment 
was quickly eliminated and that Russia has had to struggle Avith 
actual shoitages of laboi of vaiious kinds If tlie Russian economy 
continues to opeiate according to the punciple that Avorkers can 
^ways be "profitably'’ employed as long as they tmn out pioducts 
wmch are desired by the citirens as consumers, there is no reason 

fx/n ® significant problem of unemployment m 

Russian system Economic plans have not been perfectly made 
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or perfectly carried out in Soviet K.U5Sia, but the various mistakes 
and maladjustments have not been allowed to cause business de 
pressions and widespiead unemployment 

The Issue of Freedom. There is nothing that can be said in favor 
of the Russian government and political system fiom tlie point of 
view of the freedom of the individual citizen as of the present time 
However, if the highly democratic Russian constitution were evei 
lived up to in practice, the Russian citizens would not have to make 
any concessions to the citizens of any other country As might be 
expected in an economy that is so nearly socialistic from the 
economic point of view, the individual citizens of Russia do not 
have various economic freedoms that are ordinarily associated with 
the existence of capitalistic institutions On the other hand, the 
Russian citizens have apparently had a considerable degree of fiee- 
dom of choice with respect to occupations and consumption, though 
in these cases the freedom of choice has, of course, been limited to 
the ranges of occupations and ainsumable goods that have been 
provided by the economic planners of the system This has meant 
that freedom of choice in consumption has operated within a moie 
limited range than freedom of choice of occupations, for all indus- 
tries (including those which turn out capital goods) afford a variety 
of occupations for workers while only the products of industries 
turning out consumers’ goods and services are available for con- 
sumption choices 

The Failures and Weaknesses of Soviet Russia 
Difficulties of Economic Planning. The mechanism by means ol 
which economic plans are made in Soviet Russia seems rather satis 
factory on the whole While the economic planners are subjected to 
undue influence and control by the leaders of the Communist Party 
and do not pay sufficient attention to the criticisms, suggestions, and 
counter-plans received fiom subsidiary planning agenaes an 
groups, these faults may be attributed to the undemocratic govern- 
mental and political system of Russia lather than to the planning 
mechanism itself Whether because of the control of the planners by 
the Party leaders or because of some othei factoi, many of the goals 
which were set up for the First Five-Year Plan and even the Second 
Five-Year Plan were extremely optimistic and incapable of realiza- 
tion, but the plans have gradually become more realistic as experi- 
ence with planning has been gained 
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Howe\er, economic planning in Russia has encountered many ol 
the difficulties which iseie piedicted on the basis of theoiy Russia 
has had a pi ice system under the planned economy, but the prices 
of finished commodities and services and those of the productive 
agents have been controlled by the same planning authorities w'ho 
have had to make the most impoitant economic decisions for tlic 
economy In this situation, it is not logical for the planneis to use 
puce relationships as the basis for making decisions as to the kinds 
and quantities of goods to he pioduced, tiie allocation of pioduciive 
agents among cntcrpiises and indusUics, or the distribution of re- 


sources as between pioducing additional productive facilities and 
producing foi present consumption Thcie is no evidence that the 
Russian planners have guipplcd sciiously with what we have called 
the problem of obtaining a rational allocation of productive le- 
sources under socialism or that they have attempted to sccuie the 
results of a capitalistic pi ice system without actually having such a 
system In the absence of market-determined prices and costs and 
svithout any attempt to achieve a lational allocation of productive 
resources by artificial means, the various important economic de- 
cisions have been made rather arbitianly by the State Planning 
Commission to tlie extent that tliey have not been arbitrarily made 
for the Commission by tlie leaders of the Communist Party 
It has been quite possible to make plans in this situation, but 
there is no reason foi thinking that the plans have been perfectly 
suited to the basic needs and desires of the citizens Moreover, there 
has been no way to determine just how good or bad the plans and 
their results have been on the basis of these human needs and de- 
siies The planners have been able to obtain some idea of the rela- 
tive intensities of consumei demands for various products on the 
basis of the planned puces which have been charged, but the very 
fact that these prices are planned and fixed has impaired the value 
of this knowledge as a basis for making economic deasions The 
tnarket demand for bread, as an example, even at a fixed price will 
not be the same when other consumers’ goods are plentiful and 
cheap as when these other goods ate scarce and expensive More- 
over, the differences in money incomes between individuals m 
l^ssia may be large enough so that even a perfect knowledge of 
effective demands in the maikct, it the planners had such knowl- 
edge, would not furnish a real understanding of the basic subiective 

desires of the people ■' 
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The planners may have provided foi the production of a cei tain 
quantity of an economic good in a given year, and the entue quan 
tity produced may have been eagerly taken off the market by 
consumeis at a planned price which coveied planned cost, but the 
planneis could never be sure that the same quantity of productive 
lesources could not have been devoted to the pioduction of a quan- 
tity of some other good which would have provided greater total 
satisfactions foi the consumeis Again, in choosing between diffeient 
metliods of producing a given good, when the methods have le- 
quued different combinations of the productive agents and haie 
been able to pioduce diffeient amounts of the product, the planners 
may have been able to justify their decision on the basis of planned 
prices and costs, but they could nevei be certain that their decision 
would have been justified on the basis of market-determined puces 
and costs In the absence of maiket-determined interest rates, the 
planners have had to take a stab in die daik in deciding between 
more and less roundabout methods of production when the more 
roundabout method has been able to produce the greater amount ot 
product The planneis have had to make their general decisions 
on saving and capital foimation versus immediate consumption on 
the basis of then own ideas as to what the economy needed most 
They have not been able to determine the wishes of die citizens in 
this matter at all accuiately, nor have they been able to find out 
exaedy by how much then decision missed being coordinated with 
the desires of die citizens (if, indeed, the planneis have cared) 

All these difficulties would have been encounteied even if all the 
economic plans had been peifecdy leali/ed in piactice Actually, of 
couise, the planned results have not always been obtained Uncon 
tiollable natural conditions, technological changes, changing mili- 
taiy oudooks and needs, and the sheer unpi edictability of human 
leactioiis and behavior in given situations iiaie been disiuptivc 
factois in connection widi plan fulfillment The pioductivc and 
odier 'csults whicli have actually been attained under the planned 
economy may have been bettei oi worse than those which would 
have been attained by a capitalistic economy w'oiking in the same 
.reneial situation Theie is no way of leadiing a decision on tins 
point However, we can see that any supeiionty of die planned 
lesults has been fai fiom inevitable m view of the difliculucs m 
lolied in planning and cairying out the plans We now tuin to 
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moie detailed crincisms o£ the icsults obtained by economic plan- 
ninff in the various individual phases of economic activity 
The Results of Plaimed Produetton In aiticizing the results ol 
planned production in the field of industiy, we may admit the two 
most commonly made claims of achievement (1) tliat die Russian 
economy has been lapidly indusiiialucd and (2) that there were 
gieat increases in the outputs of many manufactured goods undei 
the first thicc Five-Yeai Plans thiough 1940 However, both of these 
achievements aie open to consideiablc ciiticism Since the rapid 
mdustrialiration of the economy has been merely die physical 
counterpart of die heavy financial program of saving and invest- 
ment, we shall defer discussion of this matter to a later point m this 
chapter and shall concentrate attention now on the great increases 
winch have occuircd in the outputs of manufactured goods 
IndttHry The great increases in the output of manufactured goods 
liave resulted in laige part fiom die fact that the managers of Rus- 
sian industrial enteiprises have concentrated attention on plan ful- 
fillment in terms of physical quantities of goods to die neglect of 
other aspects of the plans Statisua on die outputs of physical 
quaiiuties of goods tell us nothing about the quality of the goods, 
and the outside aitics and the Russian leaders themselves agree in 
complaining bitterly about die wretched quality of many Russian 
manufactured goods Again, statistics on physical output do not give 
us any information as to labor efficiency and productivity or costs 
of production In general, increased physical outputs of goods in 
Russia have lesultcd from the use of increased physical quantities 
of the productive factois rather than from the increased efficiency 
and productivity of the agents already in use By common consent 
of the outside ciitics and the Russian leaders, labor efficiency and 
productivity have not usually increased as rapidly as planned and 
have remained far short of the levels achieved in other industrial 
countries As a result, costs of production of manufactured goods 
haie usually exceeded planned estimates Some data on these points 
were presented in our eailier discussions 
Statistics on physical outputs of goods do not show what has hap 
pened to plant, machinery, and equipment in achieving the stated 
lesults Obviously, increasing outputs of physical commodities need 
to be discounted to some extent if they have been obtained at the 
cost of an abnormal increase m the -weanng out and breaking down 
of machinery and equipment, and the same thing is true of increases 
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in the pi eduction o£ new capital goods i£ adequate piovision has not 
been made foi the maintenance and lepan of old productive facili- 
ties Many reports, including some from official Russian cades, con 
tend that the Soviet planneis and industiial officials have been vcr) 
lax in regard to tliese matters The Russian industiial system has ap 
patently suffered from a peiennial shoitage of good managers, and 
the planners have had a difficult time tiying to piovide some foice 
making foi business efficiency compaiable to that furnislied undci 
capitalism by the competition of private inteiests 
While incieases in the physical outputs of manufactuied com 
modities have been common, we should note that nothing like an 
even or unifoim rate of inciease has been maintained among the 
vaiious fields of industiial production The Russian leadeis aie fond 
of stating that individual Five-Year Plans foi industiy have been 
fulfilled to the extent of 95 oi 100 pei cent, but these estimates aie 
based on the values of pioducts in teims of rubles, lathei than on 
physical quantities of products, and it is obvious that fulfillment in 
terms of rubles may be ina eased by uses in the puces of products as 
well as by incieases in tlieii physical output When peicentages ol 
fulfillment aie computed on the basis of available statistics foi 
physical production, tlicy do not lun ncaily so high as those an- 
nounced by the Russian leaders In any case, there is consideiablc 
question as to what average figuies or percentages of fulfillment 
mean, since they cover up gieat discrepancies in the results ])io 
duced by individual branches of industrial pioduction H the 
machine-building industry fulfills its plan to the extent of I8I 2 pei 
cent while steel production readies only 56 7 pei cent, tlic avciagc 
of fulfillment in these two biandics of production is 119 per cent, 
but such an average figure seems quite misleading Such a lapid in- 
crease in the output of machineiy while steel pioduction is lagging 
far behind planned estimates would almost certain!} cause gu'c 
difficulties in various sectors of the economy 
The production statistics also indicate that mudi greater success 
has usually been enjoyed in fulfilling tlic plans for the production 
of capital goods tlian in carrying out those foi the production o 
consumers’ goods Since Uie successive Five-Year Plans have called 
for gi eater outputs of producers’ goods than of consumers’ goods, uc 
could not claim that merely larger outputs of produceis’ goods than 
of consumers’ goods were any evidence of inefficiency m Uie Russian 
planned cconomv though we might question the judgment ol 
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planners in tins respect However when, as has often happened ac- 
cording to Russian statistics, the output of producers’ goods has 
actually exceeded the planned estimates while the output of con- 
sumers’ goods has fallen well short of planned estimates, we are 
entitled to observe tliat the Russian industrial system has not even 
produced tlie results which it set out to accomplish and that the 
saaifices actually made by the Russian consumers have exceeded 
those anticipated by the planners 

All the considerations just mentioned undoubtedly qualify, 
though they do not cancel, the accomplishments and progress re- 
ported m the field of industrial production through 1940 From 
1941 through 1947, further progress toward the goals for industrial 
produrtion was stymied by World War II The setback to industnal 
production during the war and its recovery in the eaily postwar 
years just about cancelled out, so that industrial production on tlie 
whole had reached approximately the 1940 level by the end of 1947. 
Further progress in the field had to wait upon the years beginning 
with 1948 

Agnadture In the field of agriculture, we must admit the claims 
of rapid mechanization and collectivization, but both of these devel- 
opments are open to serious criticism Tractors, combihes, and other 
machines used in agriculture have increased in numbers very rapidly 
except during the war, but mere statisucs as to numbers of ma- 
chines tell us nothing about the quality of the machines, their sus- 
ceptibility to breakdown, the cost at which they were produced, the 
availability of repair parts, operators, mechanics, and repair men, oi 
the extent to which tht new machines have offset the loss of draft 
animals on the farms The collectivization of agriculture ivas un- 
doubtedly necessary to tlie operauon of the planned economy but 
we may criticize both tlie method by which it was produced and the 
operation of the state and collective farms which resulted The 
liquidation of the kulaks was a brutal process involving much loss 
of life and human suffering Moreovei, according to the critics, the 
liquidation of anyone who was a little better off than his neighbois 
meant, m effect, that hard work and initiative were penalized wher- 
ever found, the incentives of the remaining peasants were destroyed, 
and exactly those peasants were eliminated whose skill, knowledge, 
and industry might have led to the development and improvement 
of Russian agriculture The great slaughter of livestock by the 
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peasants in their resistance to collectivization depiived Russian 
agricultuie of about half of its faim animals 

The state faims proved to be a costly expeiiment They haie 
operated at a loss m most if not all years to date, in the sense that 
they have exceeded their budget estimate of cost while actual in 
come has fallen short of budget figuies They have been loundly 
ciiticized for cultivating only a small fraction of tlieir total area, foi 
their high labor and management tuinover, foi then: high personnel 
costs, and for tlieir excessive livestock mortality Far too great a 
pioportion of their products has been consumed on tlie state farms 
themselves so tliat relatively little has been available for the market, 
and there has been much theft and tvaste in pioduction It non 
seems that the Russian planners have abandoned any tliought 
whicli they may once have had, of converting all or most of the 
collective farms into state farms 

The collective farms, wlncli aie much moie impoitant tlian the 
state farms on the whole, also come in for their share of critiasm 
They are said to be so closely controlled by the government and lep- 
lesentatives of the Communist Paity that tliey aie cooperative in 
name only The admimsuation of the faims is often high-handed 
and arbitraiy in its tieatment of tlie individual collective faimeis 
A fairly large pait of tlie output of the collective farms has actually 
come from the individual homesteads oi plots of land which tlie 
individual collective farmers have been allowed to cultivate foi 
tliemselves In fact, the managers of the collective farms, in despaii 
over the piospects of increasing truly collective pioduction, have 
often illegally turned over large quantities of collective land to the 
individual farm membeis for piivate cultivation, in the hope that in 
this way it would be possible to fulfill the plans foi agriculture 

The distribution of income on the basis of “labor days on the 
collective faims is complicated, cumbeisome, and difficult to apply 
in agriculture, and it is unsatisfactoiy fiom the point of view of in- 
centives since the farmers are likely merely to put m their time and 
go thiough the motions The situation is especially difficult if, as has 
been alleged, the labor days a edited to individual collective farmers 
depend more on the good or ill will of the farm officials than on 
anything else An equal division of income, on the other hand, 
would have been simple, in line with former practices of the 
peasants, and a good method of shaiing inadequate supplies In 
many cases, too much of the income of collective farms has been dc- 
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\olccl to the constiuction of community buildings to administrative 
evpcndituics, and to actual production expenses, while too little has 
been dnidcd among the individual farmers In tins dilTicult situa- 
tion iMth icgard to positive incentives, the Russian Icadcis have had 
to depend in pait on negative inccntiv'cv, and severe pen.iltics aie 
provided for laxity, negligence, icfusal to woik, ciimcs (especially 
theft) against socialist propel ty, and “conntci -revolutionary" activi- 
ties 

The production of leading faim oops in Russia lagged badly 
under the First Five-Year Plan but showed considerable general im- 
provement undei the Second Plan and, in some eases, under the 
Third Plan through 1940 Howevei, tlicse improvements had to be 
discounted to some extent because of the adoption of the piacticc 
of measuring the ciops in terms of biological yield lathci than 
actual yield and because the incicascd yields could be accounted 
for to a large extent in teims of ina eases m the quantity of land 
under cultivation lathei than in teims of increases in the yields per 
unit of land By the end of 1947, Russian agiicultme had not yet 
recovered from its wartime experiences, and increases in ciops be- 
yond the 1940 levels weie still a mattci for future yeais Tlie results 
obtained in livestock pioduction have been paiticularly unsatisfac- 
tory Some progress was made from the low point reached at the end 
of the First Five-Ycai Plan, but the goals of the Third Plan were 
still below those of the Fust Plan for two important divisions of 
livestock Much the same thing is tiue of the goals of the Fourth 

Plan, since Russian livestock was decimated furthei dunna World 
Wai II ° 


The economic status of the collective farmeis remains unsatis- 
actory Amid the geneial uses in puces which have occuned under 
the planned economy, faim prices have been raised much less than 
the pnees of other commodities, and the pm chasing power of farm 
products in terms of other goods has declined A considerably 
greater part of the faim pioduce i caches the market now than be- 
ore the revolution, so the farmers have a smaller proportion to con- 
ume at home, while on the other hand the rural areas are allotted 
a tar smaller share of the available manufactured goods than they 
population The large funds used foi capital 
stment m industry are derived to a gieat extent from the turnover 

turnover tax on foods and other agri- 
cultural products has m some years yielded fom times as mmh 
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revenue as the turnover tax on industrial pioducts Thus the turn 
over tax on agiicultural products, which has made up all or most 
of the diffeience between the prices received by faimeis and prices 
which these products have commanded on the market, in effect has 
placed a lai^e part of the buiden of industiiahzing the economy on 
the agricultural industry This lesult is no evidence against the 
efficiency of the planned economy, since it clearly was intended, but 


It IS fiequently criticized on other grounds 

Marketing It is perfectly clear that the maiketing mechanism in 
Soviet Russia has improved mightily in comparison with the eaily 
days of planning in which many foods and other consumeis’ goods 
were strictly rationed, many types of stoies served only limited 
classes of customers, price variations weie extiemely great fiom one 
type of store to another, and methods of operation and levels of 
managerial eificiency in tlie stores weie highly unsatisfactoiy How- 
ever, in spite of all improvement, die Russian system of state mar 
keting has not been a great success It has been relatively difficult 
to transplant modern merchandising mediods into the relatively 
backward Russian economy A modern industrial plant can lie 
located in a backward area, and, if it is given the latest productive 


techniques, efficient foreign machinery, and a staff of domestic 
workers under the control of imported specialists and managers, it 
has a chance to operate with some efficiency On the other hand, 
improved merchandising methods ordinarily develop gradually with 
the growth of population, expanding transportation and communi- 
cation, and the slowly changing habits and customs of the people, 
and It IS difficult to introduce modern methods and piactices 


abruptly and still get them to work effectively 

In the second place, it may be questioned whether merchandising 
(and especially the retailing phase) is as well suited to large-scale 
management by the government as is, foi example, heavy manu- 
facturing indusuy If retailing requires quick decisions, flexibility, 
and ingenuity on tlie part of store operatois, tlie operation of retail 
stores on a tremendous scale by the government is almost bound to 
be awkwaid, cumbersome, and inefficient If the prices of certain 
goods are set too high oi too low, great runs on the stores may 
occur, oi tremendous unsold stocks may pile up on store shelves, 
before the goveinment gets around to change its prices Supplies of 
goods sent to the stores are sometimes poorly adapted to local 
tastes and customs, and goods may pile up in waiehouses in some 
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sections of the country while unsatisfied demands foi the same prod- 
ucts may exist in othci aicas Stoie manngeis, with little chance for 
pcisonal gam horn the successful operation of tiicii entci puses and 
undci picssuic to achieie the planned volume of tuinoiei, aie le- 
luctant to stock new types of goods lest these products sell slowly 
and reduce store turnover 

The maikeling mechanism in Russia has also stifTeicd because the 


planners did not or could not sec fit to devote laigc quantities of 
funds and manageiial ability to its development Moieover, it is 
at the retail level tliat the pioblcms cieated by the planners’ eco- 
nomic policies (such as lapid mdustiialization and heavy production 
of capital goods) come to a head in terms of shortages of con- 
sumable goods Even in 1948, the leaders of the Party and govern- 
ment weic still greatly dissatisfied with the operation of the mei- 
chandising system and weie still deciding to take energetic measures 
■ft Inch would result in the satisfaction of the legitimate demands of 
the people foi tlie common necessities of life 
Credit, Bauktiig, and Investment Both the commercial and the 


investment banking and cicdit medianisms operated under some 
difficulties 111 the early days of the planned economy in Russia How- 
ever, as they operate at the piesent time, both mechanisms seem 
ratlicr well suited to the opeiation of a planned economy, in which 
It would ceitainly be expected Uiat the total volume of credit ot 
both kinds and its distribution among cntei prises and industries 
Mould be closely controlled by the planners On tlic other hand, 
die results achieved thiough the investment ciedit and banking 
mechanism have been severely criticized 
The Russian economy has gone in for a tremendous program of 
saving and investment, and this piogiam has resulted m the rapid 
industrialization of the economy Both the saving and investment 
pio^am and its physical countei part— the rapid industrialization 
ot the economy— are usually listed among die accomplishments of 
oviet Russia, but there arc many offsetting considerations Ineffi- 
ciency and low productivity of laboi have been just as common in 
te construction of productiie faalities as in other phases of pro- 
octive activity, and the new pioductive facilities and capital goods 
tten have cost much more than had been planned Much of the 
apital construction and building has been of low quality m spite 
Russian leaders have often included large 
■mounts of unfinished pioductive facilities in their estimates^f 
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accomplishment in the field of capital construction Russian capit.il 
construction has also been afflicted by "gigantonmiia," or die delu- 
sion that, if an oidinaiy laige-scale plant is desirable and efficient, .i 
plant many times as laige must be still moie desiiable and clTicienl 
The seaich for enoimous size has interfeied ivith die completion of 
construction piojects, it has lesulted in plants ivhich ivcie too huge 
to be opeiated and managed efficiently, and it has pioduced plants 
so laige that they have never been fully operated The location ol 
the new pioductive facilities with lespect to raw matciials and 
markets has sometimes been unsatisfactoi y These ciiticisnis and 
many othcis concerning die program of investment and capital 
const! uction have been voiced by the Russian leadeis as well as 
by outside ciitics 

The foregoing ciiticisms have laigely concealed the efftcjcncy of 
the capital-consti uction piogram, but ciiticisms of its xoi^dom have 
been just as common in the past Was it wise to construct evtremd) 
large hydroelectiic plants fai beyond the piedictable needs of Rus 
sian industry when die people of the country weit so short of decent 
housing faalities? Was it wise, in view of the modest accomplish 
ments svhich Russian agriculture has made, to invest several billion 
rubles m agiicultural maclunery and equipment, when finished 
cotton textiles were extremely scarce and die machinery available 
for processing raw cotton vvas inadequate even to caic for the 
existing crops? ^Vzs it wise to weight the investment piogram so 
greatly in favor of the capital-goods industnes? This latter objciuon 
does not question simply whether tlie Russians sliould have taken 
so many capital goods instead of consumcis’ goods foi that lesiilt 
IS inevitable undei any investment piogiam It questions lailiei 
whethei the Russians should have taken so many capital goods 
which wall produce moie capital goods rather than capital goods 
which will ptoduce consumeis’ goods Sucli an investment prognuu 
as was actually contincd inevitably imposed gicat haidsliips on tiic 
consumers of the Russian economy Moieovci. when low cfficicncv 
and high cost have made it ncccssaiy either to fall short of planned 
goals in connection vwth the investment piogiain oi to mipoH 
fill thci saci ifices on the consumeis of the svstem, the Russian leaders 
have nevei hLSitated m selecting die lattei altcinativc 

Hence, u has been contended that the Russians have been tnmg 
to siaive’thiough to futuic gicatncss and in vievs of the plight uf 
the Russian consumeis and the fact that Russian proclmiive larili 
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ties Still fall fai short of those of leading industrial countiics such 
as the United States, it is clear that this future gicntncss is still to 
be attained Every economy should have a healthy icgard for future 
as iiell as piesent pioductitity and welfaie, but unbalanced empha- 
sis on the future may be just as unfoitunatc as unbalanced em- 
phasis on the present, foi too gieat a neglect of consumeis’ wants 
in the present may endangei futuie productivity and welfaie More- 
o\er, when a country goes all out for a capital-investment piogram, 
thcie IS always a question as to how useful the enormous quantities 
of productive facilities arc going to be in the future in view of 
probable clianges in technology and in human wants 
It was easy in the years before Woild War II to critici/e the Rus- 
sian program of investment and capital construction from the point 
of MOW of the consumers Even if the Russian economy had been 
somewhat successful in getting what it planned in the way of capital 
construction and development, it could be held that the plans in- 
lohed treating the Russian consumers very shabbily and that this 
result was “wrong " On the other hand, the major offsetting con- 
sideration IS that, if Russia had set out to develop her socialistic 
economy more gradually, she might not have had any socialistic 
economy to develop long before now Russia needed every bit of her 
newly developed productive facilities in the struggle with Germany 
If the planners had decided to give the Russian people more con- 
sumers' goods and fewci productive faahties in the past, the people 
themselves would probably have legietted the decision bitterly soon 
after the war broke out In view of Russia’s strong stand against 
Germany, it is now difficult foi the outside observer to criticize Rus- 
sia’s decision to stress investment, capital construction, and indus- 
tualization as either unwise or unfair At any rate, Russia is going 
aliead with a fuither extensive program of capital investment under 
the Fourth Five-Year Plan 

Intermttoml Trade The Russian governmental monopoly in 
c large of international trade and foreign exchange has followed the 
policy of gearing Russia’s trade into the plans for the development 
of the national economy Considerations involving immediate eco- 
nomic gams from importing and exporting have been deemed 
leatively unimpoitant m comparison with the majoi planned 
o jecuves of industrialization and independence In importing 
what the national economy has needed and exporting only what the 
P anners thought the national economy could spare, Russia’s inter- 
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national Uade has not developed rapidly and Russia has achieved 
a gieat degiee of economic self-sufficiency The economic costs of 
self-sufficiency have perhaps not been as gieat for Russia as foi 
some other countries, because of hei wealtli of natural resources and 
gieat vaiiety of climatic conditions, but no country can completely 
escape the losses involved in a program of economic self-sufficiency 
Russia has been able to obtain a considerable degree of economic 
self-sufficiency only at the cost of furnishing her citizens with stand- 
aids of living lower (at least foi the present) than those which could 
have been attained on the basis of geographical specialization and 
intei national trade An indefinite continuation of the policy of 
national economic self-sufficiency would be unfortunate horn the 
point of view of the Russian consumers, but theie is no way to 
deteimine at picsent what Russia’s future policy with lespect to 
international trhde will be 

The Distribution of Income In the field of income distribution, 
tlie mam Russian claims of accomplishment lequire some qualifi- 
cation The types of piivate income which the socialists usually 
regal d as uneained under capitalism have been almost completely 
eliminated accoiding to the Russian leaders, but interest is still paid 
to individuals on their savings deposits and on government bonds, 
though these payments amount to an extremely small pait of the 
national income Moi cover, if there are quite a few leading mem- 
beis of the Paity and of the governmental buieauciacy who receive 
large incomes because of their positions lathei than on the basis 
of their functions oi productivity, anotlier type of uneained income 
seems to be piesent in the Russian scheme of income distiibution 
According to almost any estimate that has been made, inequality in 
the distribution of income among peisons in Russia is small in com- 
parison witli that which exists in leading capitalistic counti les such 
as the United States and Great Biitain Howevei, there aie many 
critics who contend that dilleiences in money incomes in Russia, 
while they are smallei than those whicli exist in capitalistic coun- 
tries, are (1) mucli gieatei than the Russian leaders aie willing to 
admit and (2) much too great to be consistent with the ideas ot 
modern socialism 

The critics also contend that the commodities and sei vices which 
are distiibuted by the government without charge aie distributed 
in such a way as to inciease lather than diminish the inequality 
which exists on the basis of money incomes That is, the peisons 
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who draw the largest salat les aie said also to be granted the free use 
o£ magnificent houses oi apaitments, country estates, icst homes and 
sanatoria, expensue limousines, superior educational facilities for 
tlieir cliildien, and many other things to which the oidinaiy citizens 
have no access Even some wiiteis who view the Soviet system rather 
favorably on the whole are inclined to lament the fact that inequal- 
ity continues to exist in the distiibution of income among persons 
and tliat income has not become distributed in such a way as to 
produce a classless society As income is actually distributed, there 
are obvious clashes of interests as between the peasants and indus- 
trial workeis, membeis and nonmembers of the Communist Party, 
members of the armed forces and tlie rest of the population, the 
administrative and technical staff of industry and the ordinary 
workers, Stakhanovite workers and other ivorkers, and the highly 
paid artists, musicians, and authors and ordinary workers 
On the whole, however, the distribution of income in Soviet 
Russia IS more often criticized for having too little inequality as 
between persons than foi having too much According to practically 
all observeis, the major weaknesses of the Russian planned economy 
have included, among other things, low efficiency and productivity 
on the part of labor of all grades, including manageiial, and the 
failure to develop loyalty, disinterestedness, and devotion to duty 
as rapidly as expected These are exactly what we should expect to 
be wi ong if the Russian combination of economic rewards and othci 
motivating factors ivere inadequate to provide incentives foi all the 
people As yet, however, these difficulties may be attributed at least 
in part to some other factois Because of the speed with which the 
Russian economy has been industiialized and mechanized, the Rus- 
sian labor force in industry (and in some othei fields) has been 
glowing very rapidly, and iliere has never been a time when this 
laboi force as a whole could be considered properly trained and 
experienced Russian workers have found it difficult to adjust them- 
selves to the strict regimen of urban industrial life, and they have 
been inclined at times to be late for work, to miss work altogethei if 
they wanted to do something else on a given day, to take it easy on 
the job, to disregard safety rules, and to be careless in the use ol 
materials and equipment Conscious of a geneial shortage of labor 
in industry and certain that they could get a job almost anywhere, 
the workers have been disposed to change jobs frequently and to 
move from one place to another in search of moie favorable oppor- 
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tunities The low productivity of other giades of laboi has been due 
m part to the inefficiency of management All oi most of these diffi 
culties may disappeai when the Russian planned economy has been 
opeiating foi a longer time If tliey do not, and if labor efficient' 
and productivity lemain low aftei, foi instance, a generation oi 
more of expeiieiice with the modem industrialized economy, theie 
will be stiong leason to doubt the effectiveness of the Russian 
system of incentives 

The Status of Labor. It is also necessary to qualify rathei thor- 
ouglily tlie conclusion frequently leached by suppoiteis of the 
system that Russia is a kind of woikcrs’ paradise The Russian 
workeis of ordinary grades are foitunate in living in an economic 
system in whicli viitually all the income available for consumption 
IS distributed in the form of wages and in whicli diffeiences between 
individuals with lespect to money income aie small relative to those 
which prevail undei capitalism Howevei, we must always remem- 
ber that real ivages depend upon tlie total pioductivity of any eco 
nomic system as well as upon the way in whicli the total income is 
divided If tlie national income as a ■whole is too small, it can be 
divided with absolute fairness oi equality without producing a high 
level of economic welfare for the individual atizens While theie 
are grave difficulties mvolved in estimating the exact income status 
of the Russian woikers, the consensus seems to be tliat their leal 


incomes and standards of living, altliough gradually improving up 
to 1941, lemained low in comparison with those of workers of the 
leading capitalistic countries Duiing tlie wai and eaily postwar 
years, real incomes and standards of living weie apparently well 
below the leveb of 1940 

The relatively satisfactory wage rates, hours of work, and othei 
working conditions of Russian labor which existed before the ivai, 
as provided by basic laws and deciees, w'ere changed for the worse 
during the war period, and it now appears that these less satisfac- 
tory wartime standaids are going to be continued for several yeais 
at least in the postwar period In any case, critics of the Russian sys- 
tem have contended that the wage rates, hours of work, and woi king 
conditions specified by laws, decrees, and collective agreements were 
always meaningless except as a device foi decening outside obsen- 
ers of the Soviet system The managers of Russian enterprises weie 
under great pressure to fulfill die plans for production and weie 
subject to severe pumsliment if diey failed to do so As the lesser 



EVALUAIION OI SOMll ItUSSlA AM) SOCIAI 1ST nRHAlN 671 


t\vo Oils, they rathci openly Molatcd the pioMsions ol the Lal)oi 
Code and of collccti\c agiccnicnis that wcie based on it Oihci un- 
dcsnablc lesuks ha\c come horn die attempt to use the pieccnoik 
basis of ssage payment ioi \aiious types of iioik uhicli in otlici 
countiics wovild not be considcicd \scll suited foi this system and 
fioni certain dc\clo]>meiits in coninttion mtli the blakhanoi ue 
tnosenicnt 

Made dcspeiatc by problems of labor luinoici, absenteeism, late- 
ness to Moik, and loafing, the Russian leaders have imposed condi- 
tions on the Morkers is Inch, according to the critics, amount to vir- 
tual cnslascnicnt 'We cannot ic]>eat lieic the detailed dtseription ol 
Uicse conditions iihicli appeared in Chapter 17, but they include 
numcious tcgulaiiotis intended to bind die woikcis to tlicii jobs, 
get Uiem to nork on lime, and keep diem coming to sroik 
Cl cry day Seicie penalties may be imposed foi Molations of diesc 
regulations Bcfoic 1910, these icstiictions and penalties may not 
hale amounted to very much, but non plant managers and heads of 
goieiiimental buienus ivlio fail to piosccutc ivoikcis guilty of 
brcaclics of laboi discipline oi who hue ivoikcis who arc hiding 
fiom prosecution as a result of bleaches of labor discipline at otlier 
plants or buicaus aic thcmschcs luiblc to scitie penalties foi abuse 
of poster Ol non evcrcisc of potter Otbci penalties apply to dociois 
who show a Jack of class consciousness in issuing hospital ccitificatcs 
to workers, and to public proseculois and judges who hate failed to 
prosecute or punish workers or managers nndci the vaiious regu- 
lations 


U IS impossible to deny that most Russian workci s are members 
of labor unions, but the critics allege that the supposed functions of 
these unions aic merely another ease of window dicssing Tlie col- 
ectne bargaining function is said to amount to nothing at all, be- 
cause wages, hours, and working conditions arc stiictly determined 
by state agenaes, and the unions never question them In fact, the 
TOions do not even insist on collective agreements in many eases 
he unions are said to be completely unable to piotect the woikcrs 
against summary dismissal, eviction, oi imprisonment, against vio- 
ation of the wages, hours, and woiking conditions piovided by 
aw, or against the violation of safety codes and other protective 
measures The cooperation of unions svlth management means 
”)erely that the unions function as slavc-driveis, employment bu- 
reaus, and collectors of forced loans They represent the inteiests of 
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the ruling bureaucracy and not those of the workeis According to 
this opinion, real labor unions do not exist in Russia today any 
more than they did in Nazi Germany 
Again, we cannot question the existence of most types of social 
insurance for Russian workeis, but atticisms of the Russian system 
of social insurance are quite numeious Many types of persons are 
excluded from the social insurance system, and comparatively few 
peisons have been able to obtain benefits up to the piesent time 
Those who leceive benefits apparently do not get tlic full benefits 
piovided by law in many cases Since the cost of social insurance has 
been borne rather directly by the general public, it has been difficult 
to prevent malingeiing and othei anti-social practices The social 
insurance benefits have been manipulated in an attempt to prevent 
or reduce labor turnovei The system of social insurance does not 
include unemployment insurance and it is not altogether ceitain 
that we should accept the conclusion that Russian workers are 
completely free from the danger of unemployment 
Economic Stability Next, we must rctuin to the populai claim 
that Russia is a land without business depressions and witliout un- 
employment We must admit that the statistics for Russian pioduc- 
tion, employment, and othei phases of economic activity under the 
planned economy show nothing which could be mistaken for the 
business cycles that have existed under capitalism However, it 
would be a sad eiroi to think that economic activity has been per- 
fectly stable in Russia or that it has shown nothing but continued 
progress Some agiicultuial crops alter five yeais of planning were 
below the 1928 and 1913 levels, and the First Five-Year Plan 
brought a decrease of ovei one-half in Russian livestock instead of 
the fair-sized inaease which was planned Construction has been 
held up for lack of cement, agncultuial operations have been inter- 
fered witli by shortages of gasoline, oil, replacement paits, and 
operators for machinery, plan fulfillments of 181 2 pei cent foi 
machine building, 127 2 per cent for other metal products, and^99 8 
per cent for fuel have been associated widi fulfillments of 56 7 per 
cent for steel production, 54 2 per cent for tlie production of cotton 
textiles, and 86 3 per cent foi tirabei pioducts 

These maladjustments are of the type that are likely to cause 

business depiessions under capitalism Undei the planned system of 

Russia, It has been possible to keep the econoniy lunning e\en m 
the face of such maladjustments and to prevent the most undcsir- 
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able lesuUs o[ business dcpicssions Russia tlius has some advantage 
o\er capilahslic economics, but her advantage consists not in elimi- 
nating seiious economic nialadjustmcnls but in being able to get 
along in spite of these maladjustments Russia's evperience with the 
pioblcui of unemplojmciit has been typical accotding to the aitics 


Russia has not been able to piovidc full employment for the woik- 
eis, in tlic 1101 mal sense of “full employment" The seiious eco 
nomic maladjustments which have occuiicd hate thiown many 
people out of woik at least tcnt|ioiaiily To be sine, these woikeis 
have not been allowed to lemain uncmplojed, and jobs have been 
found for them, but what kinds of jobs Ime they been? 

It IS claimed by the ciitics tliat many poisons who would othei* 
wise have been unemployed have been put to woik at forced laboi 
undei miseiable woiking conditions on a laiiety of goveinmental 


constiuction piojccts In oidinaiy mdustiics, large niimbeis of woik- 
ers have been employed at cuicmely low wages and a subsistence 
standard of living These workers would piobably have been unem- 
ployed if n had been ncccssaiy to pay detent wages, it is argued, 
for their existing low wages, if paid accoiding to the value of the 
workers' sen ices, indicated that then products were of coMpaia- 
tively slight lalue to the economy as a whole Moieovei, if and when 
norkcis have become unemployed, they have not been alloivcd to 
cluttei up the streets of tlic indiisnial cities Instead, they have been 
sent back to the faims, and it has been in the foim of unnecessaiy 
workers on the faims that the unemployment problem has shown 
Itself rather than in the foini of completely idle woikers, for it is 
easy to appeal to have something to do on the farms 
Collective farmers wcic given plots of land for their own use 
partly because they were not fully employed on the collective laims 
proper, and even under the stringent regulations of recent years, 
toe collective fairacis have been required to spend only from 80 to* 
too days pel ycai in working on the collective farm land This sug- 
gests that the collective farms could have opeiated successfully with 
much less labor than was actually available £oi them in most vears 
a. j <:o«tonded that unemployment has been merely dis- 

system in peacetime and 
flat die devices by means of which woikers have been given some 

torn! Russian system have been somewhat similar to 

In the™, nral raly pomm ,ea„, 
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Russia needed all the workers she had, and moie too In ordinar) 
times the Russian system may have some advantages in connection 
with business depiessions and unemployment, but these advantages 
aie not so gieat as some people suppose 

The Issue of Freedom Finally, with regard to the question ot 
freedom for tlie individual, it is difficult to condemn the Russian 
system too strongly In spite of tlie demoaatic facade which the 
piesent constitution piovides, the government of Russia is a dicta- 
torship of the most absolute and complete variety, with tlie leadeis 
of the Communist Party in full control The Party dominates tlie 
electoral process It maintains Party officers and agencies to match 
the various officers and agencies of the goveinment The legislatuie 
IS a mere figurehead It approves the accomplishments and pro- 
posals of the Party leadeis unanimously and without debate, ratifies 
automatically any laws desired by the Paity leaders, and appoints to 
all positions within its power sucli persons as are appioved bv the 
Party leadeis As if tliese things were not enough, the Party has at its 
disposal an elaborate organuation for the piotection of tlie regime, 
including a large and well-trained seaet police and laws which 
define counter-revolutionary and anti-state activities so bioadly that 
almost any acts of the individual citizens may qualify Under these 
conditions the individual citizens have no lights and no freedom, 
legardless of what the constitution may say, and especially since tlie 
control of the Party extends not merely to economic and political 
affairs but to such matters as education, leligion, and other social 
institutions as well The Russian dictatoiship is the very antitliesis 
of that polmcal and economic democracy which modem socialists 
expect to have in their ideal system 

As we have seen, the situation in the stiictly economic field is not 
much better The indmdual auzens of Russia aie, by the nature ol 
die system, depiived of many of the economic rights which people 
enjoy under capitalistic institutions The numeious and severe le- 
stiictions which have been imposed on Russian workers in recent 
years indicate that these woikeis have very little of that freedom ol 
occupational choice which is supposed to be a featuie of modem 
socialism The citizens have more freedom in spending their monej 
incomes, but even here then choice of goods is moie lesuicted than 
It would be undei theoietical socialism On the whole, it is this lack 
of political and economic freedom for die individual which causes 
so many people to vondei whedicr the Russian system should be 
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dcsaibcd as socialistic, and wludi causes us to wondei whethei 
comprehensive economic planning and dcmociacy wsH ever prove 
to be compatible in any country 

Conclusion It is difficult to reach a final conclusion on the Russian 
sjstem £iom the available mass of conllirting evidence and aigii- 
ment Soviet Russia has shown that it is possible foi a planned 
economy to continue operating, to eliminate some of the types ol 
waste and inefficiency which prevail undci capitalism, and to make 
considerable economic piogicss On the othci hand, Russia has 
incountctcd many sciious economic piobicms in operating liei 
planned economy and has clearly dcmonstiatcd tliat not all types 
of waste and inefficiency aie peailiai to capitalistic systems The 
suppoittis of Soviet Russia attribute these wastes and inefficiencies 
largely to the cMicme )outh and ine\pcuence of the Russian 
planned economy. They expect that, m the fiiiuie, tlicse wastes and 
inefficiencies svill giadually disappcai and that the Russian planned 
economy will improve steadily in efficiency and pioduclivity 
The aitics believe that many types of waste and inefficiency aic 
inherent in the nature of the Russian planned economy and will 
prove as troublesome in the fiitiuc as in the past They attribute 
Russia’s piogress under the planned economy in the past largely to 
two factors (1) the fact that Russia has been cxpciiencing a ue- 
mendous building boom, such as the capitalistic countries have had 
at times, and (2) the fact tliat tlie planned economy started with a 
situation in which the citwens were shoit of almost all kinds of 
goods so that they would eagerly accept almost any goods which the 
planners decided to produce— a situation, in othci words, in which 
almost any planned deasions would seem i casonabl) correct And, 
unfortunately foi any hope we might liavc of testing this point of 
view, the setbacks leceucd by the Russian economy during World 
War II seemed to insuie a continuation of these two conditions for 
some years to come Foi the present, it seems clcai that the Russian 
system, though it furnishes some kind of altei native to capitalism, 
M not the kind of an economic system which most Amci leans would* 
prefer to their own 


Evaluation of Partial Socialism in Bntain 

^iculttes of Evaluation Our evaluation of partial socialism in 
Biitain will be rathci brief, foi it repiesents an almost impossible 
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task at the present time The Labor Government has been in powei 
in Britain for only a feiv years, and these years have been a period 
of transition fiom capitalism to paitial socialism lathei than a 
peiiod of stable opeiation under a new system The piogiam ot 
socialization or nationalization of industiy is not complete as yet, 
and even if it were complete it would still be impossible to foresee 
all Its repercussions on the i est of the economy which is supposed to 
continue to operate under piivate auspices Moreovei, thcie is little 
point in trying to evaluate a system of paitial socialism until we 
have some idea as to whether the socialism can remain pai tial and 
whether such a hybrid system can opeiate successfully The answer 
to this question seems far from ceitain 
Partial socialism in Biitain has had no chance as yet to opeiate 
in a situation which could be descnbed as reasonably close to 
normal The postwar peiiod has been one of continued crisis or 
emergency The unbalanced situation in connection with interna- 
tional trade and foieign exchange, the shortages of many kinds ot 
goods, the need foi a tremendous volume of industiial and resi- 
dential construction to lepair the ravages of wartime destruction, 
the need for the model nization ot machineiy and equipment in 
industry, tlie war-weariness of the people, and many othei factors 
have opeiated to create a trying situation for the introduction of a 
new system The Labor Goveinment has considered itmecessaiy m 
this situation to interfere strongly in most phases of the nations 
economic life and to lule the economy with an iron hand It is not 
always easy to decide which governmental controls arc purely a 
product of the postwai emergency and whicli are likely to be con- 
tinuing features of partial socialism If we aie not careful, we shal 
be blaming socialism for some contiols wlncli would not be neces- 
sary outside of the emeigency situation or attributing to the postwar 
economic ciisis some contiols which are likely to exist latlier perma- 
nently undei socialism 

Accomplishments of Partial Socialism Under the Labor Govern- 
ment seveial impoitant industiies have been nationalized smoothly 
and efficiently, and the choice of industries to be nationalized seems 
sound The industries weie of key impoitance to the whole econ- 
omy, had been having difficulties in attaining efficiency in operation 
and seemed to require ladical reoiganization along the lines of a 
centrally operated plan, lequired large new capital expenditures 
coming either directly fiom the state or through state guaianty, and 
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,vae aheady closely linked viih othci go^clnmcmal opuations 
The aims of nationali/aiion .nc economy and efliciency. and not 
mcicly the bunging of some industiics undci public ownership and 

^^Compensation of the foimcr owncis of nauonali/ed mdustiies has 
occuiicd on several bases While it has noimally involved the 
exchange of some sort of governmental secmitics toi private, the 
compensation has sometimes imolvcd giving the foimer owners gov- 
ernmental securities to a total value equal to that of tlie private 
securities sunendued and in othei cases has meant giving them gov- 
ernmental securities which would pioduce an annual income foi tlie 
former owneis equal to that which tliey had leceived on the aveiagc 
over a consideiablc peiiod of time In still other cases, wheie tie 
annual income which the govcinmental securities would produce 
was less than tliat icceivcd on the average in the past, it was felt by 
the government that the formci rate of letuin could not have been 
maintained m die future under private ownciship and operation 
While opponents of nationahralion sometimes charged that U in- 
volved the virtual coiifiscation of piivaic property, the plans for 
compensation of former owners of the industries do not seem to 
have been unreasonable on the whole 
The Laboi Government has instituted a most comprehensive pro 


gram for the attainment of social welfare The social insurance sys- 
tem IS intended to furnish every pcison with complete social secur- 
ity from the cradle to the giave Financed by workers, employeis, 
and tlie state, it provides unemployment pay, sickness pay, matern- 
ity and widows’ benefits, guardians' allowances, retirement pensions, 
death g;rant5, children’s allowances, compensation for injuries, and 
complete medical, dental, specialist, and hospital services Other 
welfare activities include such things as nutritional programs, lur- 
nishing flee milk and hot lunches at schools and providing special 
foods for infants and small chddien, close attention to factory laws 


and inspection and industiial health, and a greatly expanded educa- 


tional and training piogiam 

Apart from the social welfare piogiam, British labor has been 
treated lather uell under partial socialism Many workers have 
secured the greatly desired five-day week, houis of work have been 
reduced on the average, and the government has been much more 
wary about imposing diiect contiols on wages than on puces The 
Labor Goveinment has also made changes in the tax structuie iii- 
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volving 1 eductions and concessions for large numbers of people ■mth 
small incomes, while imposing heavier burdens on otheis Of comse, 
the woikers have had to take quite a little governmental control 
and supervision along vMth the vaiious favoiable developments, but 
the government has been suongly interested m then welfare 
The Laboi Government is appaiently determined that Britain 
shall not again suffer fiom severe depiession and mass unemploy- 
ment as in the 1930’s, and a comprehensive program foi the mainte- 
nance of full employment has been set up Prewai depiessions had 
been concentrated to a consideiable extent m "depiessed areas,” 
dependent on single industiies Under the Distiibution of Industr) 
Act, the government has extensive powers to encouiage the develop 
ment of a vanety of industiies in these areas, now known as Devel- 
opment Aieas, and to achieve a better balance of industries m othei 
areas In this way priority is given to the most uigent indusoial 
needs of die moment and each Development Aiea is to be built up 
to withstand any future shocks due to changing industrial demand 
Other devices are found in the conuol of ciedit policy through die 
nationalized Bank of England and of the distnbution of investment 
credit under the Bon owing Control and Guaiantees Act, and long- 
range piogiams of development involving loads, railways, affoicsta- 
tion, poits, industrial plans, new towns, and national parks More- 
ovei, an economic planning medianism for the counuy as a ii'hole 


has been set up and is in opeiation 

Finally, the Laboi Goveinment has been active and detei mined 
in Its effoits to cope with the postvrai economic emergency While 
harassed by rapidly changing conditions which could not be accu- 
lately foieseen, it has moved quickly and lesolutely to deal with 
problems as they have arisen It has not hesitated to cut impoits 
severely, intensify the rationing of scaice goods, contiol the alloca- 
tion of laboi and other lesources, alter its piogiam foi capital in- 
vestments, and order conceniiation on pioduction foi expoit It 
may be that some of the goveinmcnt’s actions, seen in reuospect 
were ill-advised, but this lesult is inevitable m such a situation 
Failures of Pmtial Soaahsm On the othei side of the pictuie, uc 
may note that pioductive lesults undei paitial socialism have been 
something less than startling Pioduction has recovered shaiply in a 
numbei of industries which opeiated at veiy low levels in waitiine 
but that result would have been expected m any case 
tiics aie operating at rates well above those achieved in 193S. biu 
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why would anything else be antiapated by 1948? There has been 
very little tendency for laboi pioduc&vity, or output per man-hour 
or man-shift, to increase either in the nationalwed industiies or 
elsewhere, and in some lines of production it may actually have 
clianged for the worse since the war 
In coal mining, for example, the government is inclined to cele- 
brate moderate increases m the total number of workers and in out- 
put per man shift, oi decreases m foimei excessive lates of absentee- 
ism, in spite of the fact that the first two of these factors have been 
running below levels attained in the prewai period while the last 
factor has been lunning higher Moreover, tlie increase in output 
per manshift has had to do only with those woikeis actually en- 
gaged in getting the coal out of the ground But nationalization of 
the coal industry was followed by a considerable increase in the 
number of administrative and supervisory employees in the indus- 
try, and critics charge that it is gieatly overstaffed In fact, some 
British newspapers cliarged that the industry, undei nationalization, 
had provided itself with a staff about the size of the British war 
office If productivity were estimated on the basis oi the total num- 
ber of workers in coal mining, it might make a lather dismal show- 
ing as compared with prewar results 

Noihmg definite can be determined as yet as to what levels ot 
laboi productivity will be, either in the nationalized industries or 
m other fields, undei partial socialism The government is to see to 
It that the workers have employment, that they have complete 
social security, that their hours of work are shoi t and their wages 
adequate, and that their work places are pleasant and safe It will 
be interesting to see, as time goes on, whether laboi productivity 
increases under these conditions, as the government hopes it will, oi 
falls away If laboi pioductivity dechnes, or can be maintained only 
by continued seveie and repressive controls over the actions of the 
individual woikers, the soaahst record ivill have a long and large 
black mark on it 

In general the nationahzed industries have gone on operating 
'cry much as befoie, but there has been one major ciisis involving 
a nationalized indusUy Entering the ivinter of 194647 with abnor- 
mally low stocks of coal and with unusually great demands for coal 
and electricity, Britain encountmed exceptionally severe winter 
weather and heavy blizzaids, icc, and gales Stocks of coal melted 
away rapidly, and the government had to impose seveie restrictions 
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on the consumption of coal in industries, businesses, and homes, 
and on all soits of uses of electiicity The result was not only gieat 
discomfort for the citizens but also a shaip and untimely setback 
for industiial production and reconversion A considaable lolume 
of unemployment was created, lates of production fell off steeply 
in many industiies, about the equivalent of a full month's output 
of goods was lost on the whole, and the export program it as upset 
for a long time to come 

This crisis could not be laid completely at the door of the go\- 
ernment nor blamed on nationalization, for the bad condition of 
the coal industry at the time, the unusually heavy demands foi coal 
and electricity, and die severe winter weathei would undoubtcdl) 
have created a crisis for any government that might have been in 
power at the time Howevei , the crisis did emphasize the need for 
careful planning in the nationalized industiies and indicated the 
dangers involved m taking chances in connection with such a vital 
industry as coal production The crisis was the sort of thing that 
could happen once to anyone Repetitions of it in the same industry 
or other important industries might go far towaid discrediting the 
whole program of governmental ownership and operation 

Under partial socialism to date, there has been little if any im- 
provement in die economic lot of die average British citizen Pro 
duction in most industries, while increasing, is quite inadequate to 


provide foi both full domestic consumption and the export pro 
gram, even though imports are drastically lestncted Essential foods 
and other consuraeis’ goods remain m short supply Rationing is in 
force for many articles, and lations aie meager In some cases, thc) 
are even below diose which pievailed during the wai And the 
socialist program of austeiity, following hard upon the heels of the 
similar wartime progiam, has been vciy difficult for the citi/cns to 
bear Real incomes and standards of living arc unsatisfactory, an 
It IS questionable how fai dicse things can be compensated for b) 
expanded piograms of social scrurity and social wclfaie, relatnc 
ceitainty of employment, and shorter hoius of work 

The British citizen today is in a pcculiai position He is t ic 
beneficial y of a complete system of social security, but he cannot go 
tieely to thc stoic and buy a pound of beefsteak or a quart of milk 
He (along with Ins felloivs) ouns the coal mines, but he may not 
homo .1 .1.C gm=tnmc„t to. .. tet f” I'™ " 

U.C m rental houiing to* ,.ail»ble by die go.crnm«n. IIs o.ns 
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the railways, but he may not iidt the highways m his automobile, 
buining gasoline as he goes He owns the intlvisliy which pioduces 
clecu icily, but he may not keep his elcctiic lights turned on except 
at such times as the goveinmcnt may speciCy If left to make the 
decision foi himself, he might hkc to luive his piesent situation 
altered in a numbci of respects 

Not only does the economic lot of the citi/cns leave something to 
be desired, but they ait also not allowed to enjoy that life of free- 
dom which they clieiished in the p.ist and which the piospectus of 
partial socialism pioiiiiscd would be continued Both as individuals 
or consumcis and as business men or woikcis, they aie subject to a 
semablc flood of icgulalions that pouis forth fiom various govcin- 
mcncal agencies and are harassed by a hoidc of goscinmcntal offi- 
cials who entoicc the regulations And many of the icgulations seem 
silly 01 senseless Why should a person be allowed to bui n gasoline 
m lus car to go and fetch a vctciinaiian to tieat his sick livestock 
but have to walk, lun, oi tide his bicycle to get a doctor foi his sick 
wife? If he applies foi gasoline lations to drive his car to work, on 
the grounds that the bus will not delivci him early enough, why 
should a governmental agency, in its infinite wisdom, tell him that 
he can drive lus car to work in the moi uing but will have to take 
the bus to gel back home at night? Why should he be allowed to 
ordci and eat freely food up to the value of two shillings and three 
pence m some icstaurants, but be lequired to give the names and 
addresses of tlie persons who are to eat it if his food comes to two 
shillings and four pence or more? * 

In his activities as a business man (oi even as a worker), the 
British citircn is subject to detailed and comprehensive regulation 
As we have seen, the government controls by various methods and 
directly or indirectly such tilings as production, exports, impoits, 
uses of foreign exchange, prices, wages, rents, intciest tales, alloca- 
tions of credit and investment capital, the allocation and use of 
materials, supplies, machinery, and equipment, the allocation of 
labor, vutually all constiuction activities, and other things Almost 
any normal business activity is subject to regulations, and sometimes 
numerous and confusing regulations with severe penalties for viola- 
tions And if by any chance the business man succeeds in making 

^ Seaimn, "Life Under Soailism in Bntun,” The Amencan Mercttr/, 
Mptember, p 292 ^ 
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money in spite of all obstacles, a consideiable part of it will have 
to go to the government in taxation 

Sometimes the legulations seem to conflict with each otliei oi 
with various objectives of the goveinment or even to lun in aides 
Britain has a shoitage ol agiicultural machine! y, which inteilcies 
ivith the attainment of the goal of raising more food at home But 
she sells large quantities of agiicultural machinery abroad so that 
otlier countiies can laise moie food and sell it to Britain, which 
cannot raise enough food at home The goveinment desires to in- 
ciease agricultural production but issues a regulation stating that 
anyone who has 50 oi moie hens mustiegister with tlie goveinment 
and sell his eggs to the government at official low prices So, many 
people, though willing to keep moie hens and produce moie eggs, 
limit their flocks to 49 hens and do not have to comply with the 
legulation ® 

The Permanence of Partial Socialism It may be objected, of 
course, that all tliese regulations and controls over economic activi- 
ties and the lives of the citirens are due entirely to the postwar eco- 
nomic emergency and would have no place under partial socialism 
in the long run, but we cannot be sure that tins is true As pievi- 
oiisly noted, when the piesent nauonalization program is complete, 
only 20 per cent of Biitain’s economy is expected to be under public 
oivnership, while the lemaining 80 per cent will still be under 
piivate ownership and "fiee cnteipiise " But is it really possible to 
divide an economic system into two such compartments and let each 
go its own way in its own fashion? Will not tlie operation of one 
sector of the economy undei governmental ownership inevitably 
have repercussions on the piivate sector of the economy and modify 
the results produced theie’ 

If the government absorbs laige quantities of savings and invests 
them in the nationalired industiies, as it intends to do, the quanti- 
ties of savings available for investment in the private sector of the 
economy, and the inteicst rates at which they are available, will 
surely be affected If the government increases the niimbei of work- 
eis used in the nationalized industries, similar effects on the rest ol 
the economy may be anticipated If certain conditions with respect 
to wages, hours of woik, and working conditions are set up for laboi 
in the governmental sectoi. the same elements in the status of labor 
aie likely to be influenced in the private sector of the economy 

nibid 
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Would pinaic unplo)as be able to tlCAt^soIkclS less well than the 
gotcinment does, and would they be allowed to do so m any case 
1£ the operauon of the gotcinmcntal scctoi is going to .ilTcct the 
ornate scctoi in any case, the socialist goietnmcni is likely to figuie 
that It might as well substitute conscious conuols foi a polic>' ol 
letting dungs find their oivu level in the pi ivaic scctoi 
Another thing to be consideied is the policy ol the Labor Govern- 
ment mill lespect to uvation While gianting tav reductions and 
concessions to large numbers of people witli i datively small in- 
comes, the goveinmcnt has placed additional ta\ bin dens on many 
people with laigc incomes As we have noted, the combination ol 
income ta\, surtax, and the special Iciy on imcstmcnt income will 
result in total taxes exceeding 100 pci cent of income for some 
pasons If a peison had an income of £50,000 in lOIS, all dciivcd 
from uucstments, Ins total tav bill on account of the three taxes 
mentioned would be £69.149. oi £19,149 moic than Ins income ” 
While the special levy on investment income is supposed to apply 
only in 1948, there is always die chance that it might be imposed 
again and, in any case, one experience of tins kind is not likely to 
be very stimulating to sai ing and investment by pi iv ate individuals, 
most of w'liidi is done by peisom of considerable means IE ptivatc 
saiingand inicstnicnt is to be discouiagcd oi cUminitcd, the only 
altei native is state saiing and investment, wliicli will be likely to 
lead to governmental control, if not outiight ownciship, of the 
economy as a whole 

Perhaps the most telling consideiation of all is found in the fact 
that, while 80 per cent of the British economy is supposed to be 
under piivatc owneiship and opciation, the w’holc economy, and 
not merely the governmental scctoi, is supposed to operate witliin 
the broad outlines of economic plans set up by the government 
How can the government get the private scrtoi of the economy to 
operate accoiding to plan’ Private mdustii.dists and business men 
would pvobably be glad to follow die plans if the things planned 
were those which these piivate individuals w'ould do anyhow, but 
m such a case the plans would be supeifluous and die time and 
enei^ devoted to ditm would be wasted If the things planned by 
die government laii counter to die rateiesis of the piivate entei- 
piisers, it IS piobable that the plans would be followed only undei 
governmental compulsion Unless Binish business men are or be- 

“Tlie Chicago Tribune, Apiil 13, 1918 
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come so socially minded that they will follow goveinmental plans 
even when these plans aie not conducive to their own best interests, 
It is piobable that the goveinment will be able to get the whole 
economy to run according to plan only by keeping controls on the 
pi ivate sectoi of the economy whidi will be similai botli m nature 
and extent to those whicli have prevailed during the postwar 
emergency 

It IS likely, then, that pai tial socialism can be made to work only 
by means of extensive and permanent governmental regulation of 
the private sectoi of die economy However, we may well question 
whether the Labor Government intends partial soaalism to be a 
peimanent system in Biitain It is probable that the Paity hopes 
that Its accomplishments in die period prioi to the next geneial 
election in 1950 will be so great and so well liked by the people 
diat It will be given a mandate to go on to full socialism Unfor- 
tunately, however, the Labor Government may have die economy so 
well scrambled by 1950 that there will be no alternative except to 
go on to full socialism, even though partial socialism has worked 
very poorly on the whole 

Whatever the future may hold, it is ceitain that opinions now 
differ sharply as to the merits and dements of partial socialism in 
Britain Mr Herbert Moiiison, Loid President of the Council in 
the Laboi Government, for example, is inclined to regard the 
system of partial soaalism as a noble expeiiment lepresenting the 
fiist attempt of a great nation to combine large-scale economic and 
social planning with a full measure of individual rights and libei- 
ties ’■ Mr Winston Chui chill, Lcadei of His Majesty’s Loyal Opposi- 
tion, on the other hand, takes a much more dim view of the wliolc 
situation In calling foi the unseating of the Labor Goveinment, he 
characterized its leaders as unhappy men who "aie in the grim and 
disagreeable position of having piomised blessings and given biu- 
dens, of having promised prospeiity and given misery, of having 
piomised to abolish poveity and only abolished wealth ” ® 

Even outdoing Mi CIniicliill, a jouinalist wrote in the Sunday 
Times 

The walls of the prison close m day by day, the area of enterprise 
shrinks Day by day the ceiling of opportunity is lowered The prisonere 
are charged more for the expense of the multiplying jailers Food and 

r Labor and Industry m Bttlatn, September-Oclober, 1917, p 155 
8 The Chicago Tribune, October 5, 1917 
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drink diminish m quaimt^ and quality month by month There is no 
incentire to bold undertakings except a heartless propaganda which urges 
all dogs collectively to jump tire moon while keeping chained each dog 
widi a spring or a heart in him Socialism, as non interpreted, is competi- 
tion without pnres, boredom without hope, war without victory, and 
statistics without end 

In spile of such gloomy pictuies, hotvevei, we must wait a long 
time yet before attempting any complete and final eraluation ot 
paitial socialism in Biitain 


QVCSTIOffS 

1 Why IS It difficult to e\ ihnte the economic sjstem of Soviet Russia? 
Explain 

2 “The Soviet Russian economy can be evaluated adequately by com- 
panng its economic accomplishments directly with those ot the United 
States" Show whether you agree 

^ "The economic system of Soviet Russia is for the most part one ot 
modem socialism " Discuss 

1 “The planned economy ot Soviet Russia has been successful m elimi- 
nating man) tjpes of waste which arc characteristic of capitalistic 
productive systems" Explain 

3 Describe the accomplishments of the Soviet Russian economic system 
in the various fields of production 

6 “In matters of income distribution Soviet Russia lives up to the 
specifications of modern socudism at least roughly " Show whether 
you agree 

7 “From the point ot view of the masses of workers, the economy of 
Soviet Russia may truly be regarded as a Utopia ' Show whether you 
agree or disagree with this statement, being careful to refer to pros 
pects of employment social insurance labor organizations, and wages, 
hours, and working conditions 

3 If the total national income of Soviet Russia ever becomes as great, 
m propoition to total population, as that of the United States, the 
average worker would be much btttei off in Soviet Russii than in 
the United States " Discuss 

On the basis of the statistical evidence, the claims of modern social- 
ism with respect to economic stability seem to have been fairly well 
rralized in the Soviet Russi in economy ' Explain 
There is clearly nothing tint can be said in favor of the Soviet Rus 
sian government and political system fiom the point of view of the 
reedom of the individual ciUzens” Do you agree? Explain 
ow do the citi/ens of Soviet Russia fare with respect to freedom of 
ccupational and consumption dioice* 

aiereiml'c Seaman. "Life Under Socialism m Britain,’ The Amencon 

'erctiry, September, 1948, p 294 
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12 "Economic planning in Soviet Russia has encountered many of the 
difficulties which were predicted on the basis of theory” Explain 

13 Criticize the results of planned industnal production in Soviet Russia 

14 "In the field of agriculture, Soviet Russian claims of accomplishment 
are open to serious critiosm ” Explain 

15 "In spite of all improvements, the Soviet Russian system of state 
marketing has not been a great success ” Discuss 

16 Evaluate the Soviet Russian program of investment and capital con 
struction 

17 "In the field of income distribution, the mam Russian claims of ac- 
complishment require some qualification " Explain 

18 "The distribution of income in Soviet Russia is criticized both for 
having too little inequality and for having too much" Explain 

19 "It IS necessary to qualify rather thoroughly the conclusion frequently 
reached by supporters of the system that Soviet Russia is a kind of 
workers’ paradise ” Show whether you agree 

20 "The Soviet Russian system has some advantages over capitalistic 
systems in tlie matter of avoiding business depressions and unemploy 
ment but these advantages are not so great as some supporters of the 
system suppose" Explain 

21 "Partial socialism in Bntain offere a particularly difficult problem in 
evaluation ” Why? 

22 What may we consider tentatively to be the accomplishments of par 
tial socialism in Britain? Explain 

23 In what respects has partial socialism in Britain to date failed to be 
a satisfactory system? Explain 

24 Is partial socialism likely to be a permanent system in Britain? Ex 

nlcliH 

25 How can the Labor Government make plans for the private sector 
of the British economy and yet expect that these plans will be cameo 
out? Explain 



CHAPTER 26 


EVALUATION OF FASCISM 


Our study has indicated that the fascist economics weie a peculiai 
hybrid type of economic system They differed from capitalistic 
economies ovei ends or objectives lathei than means That is, the 
fasast leadeis appaiently believed that capitalistic economies use 
good methods to achieve undesirable, or at least i datively unimpor- 
tant, ends Private pioperty, free cnterpiise, and competition aie 
1 datively desiiable institutions in themselves, and even economic 
motivation is not undesirable, ividiin limits The methods and prac- 
tices of capitalistic production aie also appiopnate But all these 
things under capitalism aie directed to the lelatively unimportant 
ends of maximuing pioduction and impiovmg the standards of 
living and general economic vveKare of the individual citizens 
■According to the fascists, these are not appiopnate goals for a 
nation 


The really desuable goal was considered to be national power, 
glory, and piestige, to be sought through aggiessive warfare and all 
economic piograms, policies, and results were meiely means toward 
the accomplishment of this goal Theiefoie, il the economic institu- 
tions and methods of capitalism, which fascism letained at least in 
name, tended to operate, if left alone, to pioducc lesults desned by 
pi 11 ate individuals lathei than those which weie desirable for tlie 
nation, the state (leaders of the government) had to intervene and 
control their operation in the inteicsts of the nation Conversely, if 
the achievement of the aims of the nation led to low standavds of 
living for the individual citizens or involved the enslavement of the 
workers, these latter lesults were considered i datively unimportant 
Both m Italy and in Geimany, the fascist leaders originally 
c aimed that they had no intention of setting up and operating a 
planned economy The government was supposed to accom- 
687 
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plish certain necessary refoims, open up the way foi private enter 
prise and initiative, and inteivene diiectly in economic activity only 
when private initiative was lacking oi inadequate or when the 
interests of the nation weie directly concerned and weie likely to 
suffer in the absence of state intervention The fascist leaders staiteci 
out by making a number of fiiendly gestuies in the dii action ol 
private business inteiests, but eventually discoveied that the eifci 
live pursuit of nationalistic goals and especially the preparation foi 
large-scale war required governmental control ovei an ever incieas 
ing number of phases of economic activity 
The fascist economics operated on tlie basis of economic planning 
of at least a rough sort in their later yeais, although their planning 
mechanisms weie not so well publicized as that of Soviet Russia, 
and tliere was apparently no provision for public participation hi 
the work of planning The plans weie carried out not tlirough wide 
spiead governmental ownership and operation of industiies and 
businesses but by supei imposing a teinfic number of goveinmeiital 
contiols on what were otherwise essentially capitalistic economics 
Governmental inteivention and rontiol extended to virtually all 
phases of economic activity and their effect was to modify pio 
foundly the nominally capitalistic institutions and piactices ot the 
fascist systems However, underneath this thick layer of govern 
mental control, private individuals and films owned productive 
wealth, operated the businesses and industries, engaged in compe- 
tition to some extent, and weie motivated largely by the desire foi 
private profits 


. The Accomphshments of Pascism 

What can be said in favoi of economic systems of the fascist type’ 
In view of the peculiar compromise between capitalism and t ic 
planned economy which the fasdst loiintiies maintained, it might 
perhaps be regarded as an accomplishment that tliey weie able to 
keep their economies opciating successfully Befoie the fascist conn 
tiies actually established and opciated then compromise economics 
many people probably wmuld have doubted the feasibility of opo 
ating economies of this type Of couise. then operation was siirccss 
ful primarily fiom the point of view of attaining the ends dcs ned 
by die fascist leadeis, but even that was something No one can c en^ 
that Italy and Gcimany gamed a wealth of cxpciicnce in opeia i j, 
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their particular type of economic system Though it is impossible to 
avoid gaming experience in operating any type of economic system 
over a period of time and tins accomplishment is thei elore i athei 
automatic in character, the expci lence of tlie fascist counti les may 
be of some value to othei couniiies, even though its value is largely 
negative That is, the cxpeiicnce of the fascist countiies may be 
laluable cliiedy in showing us what wc should not do in attempting 
to solve our economic pioblcms 

Productive Remits^ In tlie fascist countries, highly complex gov- 
einmental organizations wcie set up £oi the control of pioductive 
activities m general It was sometimes difficult to ascertain just what 
functions were performed by vaiious parts of the control mechan- 
ism, and there was some controveisy as to the results whicli these 
mediamsms operated to pioducc It is piobable that a consideiable 
amount of power and control over production was enjoyed by both 
business men and industrialists, on the one hand, and by govern- 
ment on the other However, while there was undoubtedly a cei tain 
amount of give and take between private business intei ests and the 
leaders of the government in the fascist systems, there can be no 
doubt that at the absolute top the leaders of the party and govein- 
ment, and the goals which they wished to sec achieved, weie su- 
picme No business men or industrialists were big enough to prevail 
iigainst the dictators and their immediate associates 
With regard to the efficiency witli which production was carried 
on under the fascist control mediamsms, we may say that the in- 
cieasingly strict control of productive activities by the govcinment 
piobdbly operated to minimize many of the wastes which aic likely 
m be found m the capitalistic operation of industry That is, fascist 
industries were able to avoid to some extent such things as the 
overexpansion of plant and equipment and duplication of produc- 
tive facilities, the ^indue proliferation of styles, shapes, sizes and 
colors of goods, and the wasteful advertising of many competing 
lands of essentially the same products Again, the fascist economies 
may have had an advantage m that they permitted private individ- 
uals to own and operate businesses and industries, bear the risks, 
an make the profits or losses This may have furnished better in- 
centives to efficiency than those available under complete govern- 
mental ownership and ojieration 

finally, there was also a movement toward increasing concentra- 
lon and combination in business and industry Many small-scale 
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businesses weie eliminated, %vhile laige-scale businesses and com- 
binations inci eased in numbei and impoitance, aided by govein 
mental contiacts, subsidies, guaranteed eainings, and oppoi tunnies 
to obtain law mateiials at favorable prices It is likely that the con 
centration of pioduction in the hands of laige-scale businesses and 
combinations inci eased the ease and effectiveness of goveinmental 
contiol and may have led to ina eased efficiency in pioduction 
While these developments weie offset to some extent by other 
factors, theie is little reason to dunk that the technical efficiency 
of productive activities declined undei fascism Theieloie, om criti 
cisms of fascism in connection with the contiol of production must 
deal to a gieat extent with the nature of the objectives which weie 
set up for and accomplished by fascist mdustiies and businesses 
lather than the efficiency whi^ ivas shown in pui suing these 
objectives 

The fascist economies were prompt in lecognizing the existence 
of an agricultural problem in their midst, and many steps weie 
taken for the announced purpose of affording relief and assistance 
to the hard-piessed farmeis Some of the lascist agiicultuial policies 
may have been of some benefit to individual faimcrs oi gioups of 
farmeis, but the economic lot of agncultuie as a whole did not 
improve significantly in the fascist countiies In any case, the agu- 
cultural policies weie piobably motivated not so much by any lose 
for the farmers or any desiie to benefit them as individuals as by 
the desiie to bung agiicultuie to a condition in which it might be 
expected to hold up its end of the general program for attaining 
national objectives of economic independence and prepai edness foi 
ivar, and, in Germany, by the desire to extend the fascist lacial 
piogram and policies to the farms The fascist agiicultuial policies 
may have contiibuted something to die attainment of the national 
goals appioved by the fascist leadeis, but not much moie than that 
can be said for these policies 

Activities in the field of exchange weie brought under goiein- 
mental control by means of the same geneial mechanisms which 
were provided for controlling othen productive activities m the 
fascist economies In addition, the economic policies which the 
fascist countries were following in then piusuit of announced na- 
tional objectives made it necessaiy to intioduce strict rationing ot 
large numbeis of consumers’ goods and sevcie measuies for the con- 
tiol of prices While both rationing and piicc control may have pio 
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duceda moic equitable shanng of buidcns and sacijficts than would 
otherwise have e\istcd and while both may have made the lot of the 
oidmaiy consumci beitci than it ivould otheiwisc ha\c been undet 
tlie othu ctonomic policies of fasasm, ihcic is little to be said foi 
either poliq on gencial economic giounds These policies, at best, 
were muel) consistent with the othci economic policies of fascism 
and with the national goals which the Icailcis w’cic seeking 
In both Italy and Gennany, s'aiions icfoiins weic catned out in 


the field of coinmeicial banking, and the .ictnitics of the commer* 
end banks wcic biought mote closely iindci goicinmenlal control, 
but changes in the field of insesimcnt crodu and banking were 
much moic Tcsoluiionaiy Dividends which corporations w'cic 
allowed to pay on ilicii secuiities were strictly limited The earnings 
winch the coipoidtions were thus compelled to retain miglil be 
inicsted in the Siwnc hues of ptoductions il the coipoiations were 
producing articles which wcic of importance nndci the self- 
sufficiency or aimamcnts piograms Othci w’isc, the gos'cinmcnt 
would “pcisuadc” the coipoiations to insesi their earnings in new 
plants which would contiibntc to these piograms, oi in government 
bonds ss’hich w'ould place the fitnds directly at the disposal of the 
gos eminent for the same pm poses Nesv sccniiiy issues on the patt 
of private industrial and business conceins w'cic scvcicly curtailed, 
and puvate firms w’crc made to look to the government loi invest- 
ment funds Firms pioducing oidinaiy consumers’ goods weie not 
allowed to sell nesv sccuutics, could not obtain additional invest 


nient funds from the goveinment, and undci puce contiol were 
unable to acquire large eainings of then own for pm poses ol 
leinvestment Thus, the cniiic ins esimcnt-ci edit mechanism was 
brought under the thumb of the leaders of the goveinment, and 
investment funds sveie divcited into fields of production which wcie 
deemed consistent with the attainment of national objectives 
Both fascist counciies expeiicnccd severe difficulties in the field 
u international trade aCtei 1929, because their impoits of vital 
oods and law materials had to continue, and it was impossible loi 
oiem to dispose of their customaiy volume of cvpoits As a lesult, 
^11 manner of controls weie applied to imports, expoits, and the use 
oreign exchange The devices which were used included taiifis, 
^niport and export licenses and quotas, export subsidies, private- 
a ing agreements, clearing agi cements, payments agi cements, 
« -barter deals, and other things However, neithei countiy 
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maintained a very large volume of inteinational tiade on the basis 
of these controls and both tuined to comprehensive piogiams lor 
achieving national economic self-sufficiency The self-sufficiency pio 
glams included increasing the production of articles aheady pio 
duced in the fascist countries in amounts inadequate foi domestic 
needs, attempting to substitute articles which were relatively less 
scarce for others which weie lelatively moie scarce, and pioduaiig 
artificial substitutes for articles whicli could not be pioduced in the 
fascist countiies by natuial methods There aie obviously no diiect 
gams in terms of maximizing pioduction and standards of living to 
be obtained from the cuitailment of international trade and the 
development of national economic self-sufficiency The most that can 
be said of these policies, as of othei fascist control policies, is that 
they weie appaiently consistent witli the national goals of indepencl 
ence and readiness for aggiessive ivarfaie 

The Distribution of Income In the fascist countiies, the distiibu- 
tion of income lemained distinctly of the capitalistic type With 
productive wealth privately owned and most industries privately 
operated, individuals were allowed to leceive rent, interest, and 
piofits as well as wages and salaiies Theie i\as no tendency foi tlie 
propoition of the national income going into wages, salaries, and 
other eained compensations to inacase in relation to the piopoition 
going into piofits, undistiibuted piofits, inteicst and dividends, and 
rent In fact, the tendency was in the othei direction, at least m 
Germany, and inequality in the distiibution of income increased 
There was no feature of the disuibution of income in the fascist 


countries which could be regai dcd as an accomplishment of fascism 
unless It was that gieat inequality in the distiibution of income 
among persons was not allowed to accomplish all its usual undcsii- 
able results, since large poitions of the incomes of all classes of 


persons were taken by the goveinment foi its own purposes 
The Status of Labor Theie is not much that can be said in favoi 
of the status and general treatment of laboi in the fascist countiies 
To be suie, industrial peace was maintained to an unusually great 
extent, and this is one feature of fascist economic operation which 
commended itself to certain business men in the United States and 
other capitalistic countries The woikeis weie permitted to h.nc 
oigamzations of a sort, systems of social insuiance were maintained 
the pateinahstic governments at least nominally piotected the 
workeis against some of the most rapacious activities ot the 
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ployeis the "dignity ’ of the workeis' position was said to have been 
inaeased. and the Dopolavoro and Strength Through )oy move- 
ments piovided a variety of activities to occupy the minds and 
bodies of tlie workers m then spare time No bouquets can be 
handed to the fascist countries in connection with the wages, hours, 
and working conditions of laboi or real wages and standards of 
living, so in the end we must fall back on our usual bromide to the 
effect that the treatment of laboi in the fascist countries may have 
been consistent with the general program for the attainment of 
national objectives And the same thing is all that can be said for 
their policies for stimulating the growth of population 
Economic Stability Skipping ovei the question of political and 
economic freedom for the individual in connection with which no 
claims of accomplishment can be made for the fascist countries, we 
anive at the question of economic stability The experience of Ita y 
in the severe post-1929 depression indicated that up to that time the 
contiol poliaes of fascism had not been able to solve the problem of 
securing economic stability However, in the process of preparing 
actively for total war and carrying on war itself, both Italy and 
Germany were able to achieve, if not economic stability, at least a 
rather steadily increasing level of economic activity and relatively 
full employment of laboi and othei pioductive resources This m 
Itself was not a very wonderful accomplishment since the same 
results can occui in capitalistic countiies under similar aicum- 
stances However, with their economic systems under complete 
governmental contiol and operating on the basis of economic plan- 
ning of a sort, the fascist countries (if their fascist systems had 
suivived the war) should have had an advantage ovei ordinary 
capitalistic economies from the point of view of avoiding business 
depiessions and unemployment 

If we have not been able to construct a very imposing list of the 
accomplishments of fascism, it has been because we are unable to 
accept the fascist notion that the goal or objective of a country 
should be the attainment of national glory and piestige by means ot 
aggiessive war Anyone who was able to accept such a national 
objective as desirable would have a much moi e favorable opinion ot 
fascist accomplishments, since the fascist organizations and policies 
Here, in the main, consistent with the attainment of this objective 
Apart from this, the accomplishments of the fasast countries were 
not at all noteworthy 
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The Fatlwes and Weaknesses of Fascism 

Pioductrve Results In tuining to a discussion of tlie failures and 
weaknesses of the fascist systems, we must lemcmbei that most ol 
tlie questions with which we shall deal weie not lailuies and weak- 
nesses from the point of view of the attainment of the national ob 
jectives of fascism In fact, the fascist leadeis would have regarded 
many of these things as evidences of success or at least as inevitable 
and lather unimpoitant accompaniments of success That is, oui 
ciiticisms will allege that the fascists accomplished many results 
which we regard as undesiiable and failed to accomplish many 
results whicli we legard as desirable Fundamentally, they will be 
ciitiasms of tlie fascist objectives lathei than of tlie success with 
whicli they puisued then objectives 
In the field of industiial pioduction, the rathei complete govein- 
mental contiol which developed in the fascist countiies may ha\e 
lesulted in the elimination of some of the competitive wastes ol 
capitalism, but any such advantage was offset by the development 
of bmeauciacy and led tape, countless foims and regulations, 
biibery, “wangling,” and the necessity of woiming into the good 
graces of fascist officials The tendency toward industrial concentra- 
tion and combination may have impioved the economic position of 
the surviving entei puses besides simplifying the problems of gmern- 
mental legulation and control Howevei, any joy u'hich large busi- 
ness men in the fascist countries may have evperienced at being re 
lieved of their sraallei competitors must have faded i apidly as Pai ty 
membeis themselves went into business and used the poweis of the 
one-paity state foi their own economic aggi andi/ement The cco 
nomic successes achieved by these Paity men were e\tiaordin<iry 
and the inci eases in their wealth and income weie compaicd with 
the loot and booty of the feudal lobbci baions 
On the whole, howevci, theie is little reason to think that the 
technical efficiency of pioduction was loiveied significant!) unde) 
fascism and it may actually have improved Thus, our chief aiti- 
cism of the fascist control of pioduction rests on giounds of tthirs 
rathei than efficiency While the fascist industrialists and business 
men weie evpected to bear the iisks and responsibilities of running 
their entei puses and svere supposed to be motivated by the prospect 
of piofits, they ueie scsercly controlled by the gos'crnment and dc- 
piived of most of die economic freedoms unda svhich the pm ate 
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opeiation of business may be c\pectcd to be surcessfiii and satisfy- 
ing On the othei liand, n nas unfoi innate fiom om ponil of view 
that virtually all inci cases in the total piocliiction of the fascist econ- 
omies ncic directed towaitl economic iiidtiieiidcncc, aimanients 
and wai laihci than toward incieasmg the real incomes and stand- 
ards of living of the cilwcns 

In agricultuic, the fascist policies of pi ice contiol and coopeiative 
marketing under stiong govcinmcntal supci vision may hasc 
affovded at least a paitial solution to the famous “scissors problem,” 
01 tlie dispaiity betneen the pi ires rcccncd by faimcrs foi ihcir 
piochicis and the piicts of industrial goods and oihci piodiicts 
svhich they buy On the othci hand, the kuincis as a svliolc cannot 
be thought to have gained gieatly fiom participation In the pro- 
giams of economic self sufficiency oi fiom the piogiams of land 
leclamaiion cainccl on by the fascist govcinmcins No leally dctci- 
mincd attack was made on many fundamental faun pioblems such 
as tremendous concentration in the ownciship of farm land, faim 
tenancy, and the gicat disparities in income and economic wclfaie 
svhich CMsicd between the poor and piospeious faimcis In Gci 
many, tlie extension of the racial progiam to agiiculturc and the 
attempt to foim the faimcis into a definue .ind permanent caste 
tied to the land seemed pariiculaily deploi.iblc 
As a matter of piinciplc, thcic is somcihing to be said loi stnet 
gosernmcntal contiol over commercial and m vestment banking 
activities, if not for actual govcinmcntal owncisliip and operation 
in these fields Eithci device might climinaic oi gicatly i educe the 
significance of the various economic piobicms which aie found in 
these financial fields in oui capitalistic system Hosvcvei, in the 
fascist countiies, govcinmcntal contiol of commeicial and invest- 
ment credit svas chiccted toward the goals of national economic in- 
dependence and icadincss foi war almost exclusively and not towaid 
the maximiration of the economic svelfarc of the people In the field 
of exchange and marketing, the geneial icsults of fascist control 
iwlicies were similai to those produced in inchistiy, Inn heie we also 
encountered the devices of rationing and pnee control The ration- 
ing of foods and of consiimeis’ goods of many othei kinds may have 
sened to distribute the buidens and haidships, produced by other 
fascist economic policies, faiily equitably among the citi7ens Hosv- 
evei. the rations made available to the people inevitably resulted in 
veiy low standards of consumption, and we must remember that 
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these buidens and hardships would not have been necessaiy if the 
economy had not been geared to the objectives of national economic 
independence and war The attempts at price control weie un 
doubtedly necessary and desirable in view of the other economic 
policies which the fascist counuies weie following, but the efficiency 
of the mechanisms foi con ti oiling puces left much to be desired 
As we have seen, many devices foi ciicumventing and undeimming 
price control were developed in both countries and the effective 
stabilization of prices occuried only in the official statistics of the 
fascist governments, despite the severe penalties which were pro 
vided for violations of the pace decrees 
The fascist leaders of both countiies sometimes contended that 
their policies for seveiely conti oiling and limiting international 
trade and for securing national economic self-sufficiency were thiust 
upon them by the economic conditions which existed in the world 
after 1929, but this conclusion was at best only partly valid In the 
absence of the piogram of planning and preparing for aggressive 
warfare, tlie difficulties with respect to international trade and for- 
eign exchange which the fascist countries experienced in the post- 
1929 depiession could probably have been oveicome, and the great 
sacrifices involved in tlie development of economic self-sufficiency 
would not have been necessary The nature of the costs of economic 
self-suffiaency was rather obvious Attempts to increase the produc- 
tion of articles which were foimeily pioduced in inadequate quan- 
tities in the fascist countiies could be earned out only at sharply in- 
creasing costs of production, and they often involved a cui tailment 
of the production of othei things which were also badly needed 
Attempts to substitute relativ'ely plentiful materials ibr relatively 
scarce ones in production may have lesulted in increased economic 
independence, but they cei tainly produced unsatisfactory results m 
other respects In geneial, the artificial substitutes were higher in 
cost or lower in quality (or both) than the natural products which 
they replaced, and some of these substitutes had special qualities 
which made their use in industiy difficult or required larger quan- 
tities of machine! y and equipment than would have been necessaiy 
to process the natui al products The production of ai tificial substi- 
tutes requiied the construction of much costly plant and equipment, 
and the funds foi this purpose weie deiived to a great extent from 
the old-established industiies of the fascist countries As a result these 
ordinary industries found it diffiailt to maintain and renew then 
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own productive faahties and tlie quantity, quality, and cost of then 
pioducis were often adscisel) affected Finally, the piodiiction of 
s\nthctic materials, while bunging inci cased economic independ- 
ence m some scctois of the economy, sometimes caused shoi tages in 
oihci sectois 

All or most of these factois had a most unfoitunatc elTeci on the 
ical incomes and standaids of living of the citi/cns of the fascist 
countries However, the icsults of the economic self-sufficiency pro- 
gi am should not be considered as any evidence of inefficiency on the 
pait of the fascist couniiics in attaining then objectives The ob- 
jectives were self sufficiency and pieparation foi wai, and the coun- 
tiies weie rather successful in teaching them The fascist leadeis 
never claimed that they weic going to impioie the real incomes and 
standards of living of their people, to incicasc the quantity oi im- 
piove the quality of goods available for immediate consumption, 
OI to cause the old-established industiies producing consumers’ 
goods to flourish and prospei We ciiticirc the fascist kadeis not for 
failing to get what they wanted but foi paying so little attention 
to die presumed fundamental needs and desiies of the people 
The Dislnbutton of Income Any notion that thei e was anything 
socialistic about fascism was quickly dispelled when we obsened the 
distiihution of income m tlie fascist count! les In Geimany, and 
piobably in Italy too, tlie pioportion of the national income going 
to pioperty owners and business enterprisers in the foim of rent, 
interest, and profits inci cased undei the auspices of fascism, while 
the proportion going to the workers of the countries as wages, 
salaiies, and other types of compensation for productive labor dc- 
ci eased significantly Moicovei, inequality in the distribution of 
income among persons inci eased instead of diminishing Economic 
inequality was kept from becoming completely intolerable only by 
the fact that the goveinmenfs need for revenues for its own pur- 
poses placed a severe diain on the incomes of all classes of income 
leceivers 

The Status of Labor The status of labor in the fascist countries 
seemed deplorable from what tlie fascist leaders would have called 
our "outmoded and archaic capitalistic point of view” In both 
countries, wage rates fell sharply m the depression years after 1929 
n the following years of economic revival, wage lates advanced 
only slightly from their depression lows, though total wage pay- 
ments increased as the lesuft of increased production and more 
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hours of work Still later, under price contiol, wage lates weie 
stabilized at their existing unsatislactoiy levels Thus, the money 
wages of workers in the fascist countries i emained very low and they 
weie subject to many types of taxes and othei deductions Even 
before the outbreak of Woild Wai II, the fascist countiies did not 
succeed in raising the real wages and standaids of living of the 
citizens significantly from the low levels which had pievailed duiing 
the great depiession, and, in tlie yeais of actual war, tliese real 
wages and standaids of living declined matenally 
A considerable degree of industrial peace ivas obtained in the 
fascist countries but only at great cost to the woikers, if not to tlie 
employers The woikers had no labor oiganizations tvoithy of the 
name The organizations to which they had to belong weie 
leally government inspiied and conti oiled oiganizations, headed by 
Paity men and inteiested piimarily in seeii^ that the interests oi 
the nation (as the fascist leaders saw them) did not suffei as the 
lesult of anything that went on in the field of industiial lelations. 
The workeis had no real right to baigain collectively with then 
employers, they were allowed to use none of the weapons of indus- 
trial conflict to bring then demands forcefully to the attention of 
their employers, and the wages, hours, and working conditions 
which were so impoitant to them weie determined, except foi the 
supervision and inteivention of the goveinment and its agencies, by 
the fiat of the employers and at their pleasuie The employers weie 
also deprived of their usual piivate oiganizations, they were called 
upon to give up dieii tiied and true weapons and piactices of in- 
dustrial conflict, and they weie subjected to many buidens by the 
government and the Paity Howevei, except foi goveinmental intei- 
vention, the employeis still held the upper hand in tlieii direct 
dealings with the workers because ol then natuial supeiioiity ot 
baigaining power The equal treatment of paities unequal m 
strength still left them unequal in stiength And theie is no cei- 
tainty whatevei that the interests of the workeis weie adequately 
piotected by the Laboi Couits, Couits of Social Honoi, and the 
other elaboiate devices which weie set up for this puipose, although 
the fascist leaders attributed impressive recoids to some of these 

agencies c 

Apait liom the matter of wages, the situation of the workeis ot 

the fascist countries with lespect to hoiiis ol work and woikmg 
conditions m general was not favorable even in the jeais befoie 
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the beginning oE Woild War II, and in latei ycais the situation of 
the workers became steadily woisc The famous (or infamous) work 
books or labor passports, the ronsaiption of workers of almost all 
kinds, the heezing of ivoikeis in then jobs, the application of mill' 
taiy or semi-military regulations to the woikeis, and the suspension 
of former legal restrictions and limitations on hours of work and 
othei woiking conditions weie all pait of die order of the day in 
the fascist countries As compensation, die workers had die benefits 
of the Dopolavoro and Stiengch Through Joy movements (and, 
in Germany, the Beauty of IVoik movement as well) However, the 
vvoikers had almost no fieedom of choice or conduct in then leisure- 
time activities and they weie the “beneficial les” of a strong program 
of political education in these activities, which means that plays, 
movies, concerts, operas, courses of tiaining, lectures, and other 
activities were all "coordinated” with the fascist philosophy In die 
long mn, the workers themselves did most of the paying for the 
activities of Dopolavoio and Strengdv Through Joy, and these 
activities were regarded by the fascist leadeis m pait as a means of 
keeping the workers out of misclnef in their spare time The activi- 
ties were intended also to keep the workers reasonably happy and 
contented, so that they would be easier to govern and more pro- 
ductive m their work 


The workers were also compensated in pait by the systems of 
social insurance which the fascist governments maintained How- 
ever, in Italy, many persons were excluded from some of the types 
of social insurance, the benefits leceived by die insured were piti- 
fully inadequate, and the cost of the insurance was borne to a great 
extent by the workeis tlicmselves In one year, the expenditures £oi 
social services made up less than 1 per cent of total governmental 
expendituies. and the soaal insuiance funds in general paid out m 
benefits only a relatively small fraction of their leceipts In Ger- 
many, the workera also paid heavily for tiieir social insuiance, the 
payments of benefits for vaiious social insurance puiposes were 
changed considerably undei fasasm. the government was very 
niggardly, on the whole, about increasing total expenditures for all 

purposes, and the program as a whole may be 
egarded as rather inadequate 

perhaps by die joy which 
impoitant pan of a na- 
al community which (accoidmg to the fascist leadeis) was con- 



700 COMPARATIVE ECONOMIC SYSTEMS 

stantly growing in power and impoitance Accotding to these 
leaders, the mam issue with the workers was not their ridiculous 
wage-pennies, but the dignity and honoi of their position Or, as Di 
Robert Ley said, in comparing the German worker to a soldiei, 

Foimerly the soldier received 20 pfennigs By this was clearly meant, 
“Your work as a soldier I cannot pay you foi, nor does the Fatherland 
attempt to pay you for it What it does do is provide you your nourish- 
ment, clothing, and physical well being Piecisely in this sense are you a 
soldierl” And a soldier has honor Does the officer seek to drive a bargain 
with the soldiers, and the soldiers with him? Unthinkable! But the pouei 
of command is not enough The greater tlie poirer of command, the 
greater must be tlie responsibility you bear It docs not mean to be the 
sole master in one’s own house in accordance with civil ideas of arbitrary 
powei, but It means to be a leader, to see to it that one knows and cares 
for every individual, molds the human beings, leads every individual m 
a truly inner sense The question who will pay for it is ridiculous and 
irrelevant The question is “Is the principle right?” Do you [tlie workers] 
want to be a business commodity or a soldier with honor? I ask the 
business man, does he ivant to be a calculatoi and a financier, oi an 
officer? Then everything is clear and there are no more questions >■ 

Perhaps we should emphasize again that these developments in 
connection with tlie status of laboi undet fascism were not to be 
legarded as failures of the fascist economies to pioduce the results 
which the leaders were seeking In fact, tlie tieatment of laboi imdei 
fascism may be consideied as reasonably consistent with the attain- 
ment of the national objective of fascism Certainly the fasast 
leaders never promised the workeis the right to belong to unions 
of their own choosing, the light to collective bai gaming and the 
iveapons of industrial conflict, lugh wage lates, short houis, and 
completely satisfactory working conditions, or improved real in- 
comes and standards of living On the other hand, we are fiee to 
criticize the status of labor in the fascist countries as unsatisfactory 
fiom the point of view of our own notions of tlie objectives which 
an economic system should seek to reach 

Business Depiesstons and Unemployment In the last decade of 
fascism the fascist leaders took many bows for their success m main- 
taining an ever increasing volume of pioductive activity m general 
in then countries and in eliminating the problem of unemployment 
Both countries were severely afflicted with unemployment m 1934 
but in a few years they converted an unemployment problem into 

1 Quoted in W R Deuel, People Undet Hitler, p 305 
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one of labor shortage In latci times, these counti les had to place 
maeased reliance on ivomcn woikers They called aged woikers 
out of retnement, relaxed foiinei lestnctions on the employment oi 
Jews, recruited workeis fiom the piisons, dtove many workers from 
handicraft and itinerant iiadcs into industry and business, and even 
employed large numbers of wai pnsoneis However, as we have 
seen, It is no great feat of economic magic to achieve an expanding 
total of economic activity and employment in wartime oi even in a 
period of active prepaiation for wai And we do not know how 
effectively the completely government-conti oiled fascist economics 
could operate under ordinaiy' peacetime conditions Theoretically, 
they should have an advantage ovci ordinary capitalistic economies 
fiom tlie point of view of avoiding business dcpiessioiis and un- 
employment, but we cannot be sure that the fully controlled fascist 
economies would even constitute a toleiable form of organization 
foi peacetime conditions Of couise, Italy operated under fascism 
for several years under peacetime conditions, but governmental 
controls over the economic system had not then developed to neaily 
then later level 

The Qtiesttoii of Freedom Ftom the point of view of freedom foi 
tile individual, theie was almost nothing to be said foi tlie fascist 
countries The government in each case was a complete dictatoiship. 
With the fascist party and Us leadei in absolute control Party mem- 
beis held almost every office of any impoitance, and theie was a 
striking duplication of peisonnel between the governmental officers 
and agencies and the matching officers and agencies maintained by 
the party The electoral process was first contv oiled and then almost 
completely eliminated, so that most goveinmental offircs weie filled 
by appointment from above The legislatuies became meie figure- 
heads and practically all laws were made by executive deciee The 
court systems were “puiified” and filled with loyal fascists Law 
practically ceased to exist as an objective concept, since it depended 
on the changing will of the “leader" and his henchmen Elaborate 
oiganizations, including seciet police and special courts, weie set up 
for the protection of the itgime and the party, and laws covering 
offenses against the state weie so loosely woided that it was possible 
to punish the individual foi almost anything he did The power of 
the party extended not only to the national government but to the 
oistnct and local governments as well And the fascist leaders 
claimed that all this was not only necessary but also desiiable 
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Accoiding to the fascist philosophy, soveieignty lies in tlie state 
and not in the individual atizens The state is everything, the indi- 
vidual IS nothing Individuals are insignificant p.u tides m the long 
life of the nation, they cannot even be conceived of as existing apait 
fiom the nation as a whole, they have no inteiests which may be 
legal ded as supeiioi to those of the nation, and they have no lights 
which the nation is bound to respect When tins philosophy was 
cairied out in practice, the status of the individual was deploiable 
In the fascist countries, freedom of speech, freedom of the pi ess, 
fieedom of assembly, and most other civil rights of the individual 
weie completely eliminated The education of the individual 
was brought under paity control Teaching staffs weie “puiified,” 
education was restiicted largely to boys, textbooks weie rewritten, 
and racial and political subjects were emphasized in the cuiriculum 
Scientists and reseaich workers were made to give up then seardi 
foi absolute tiuth and to devote their talents to pioducing “fascist 
tiuth ’’ Gieat masses of the most iidiculous paity piopaganda weie 
thus enabled to masqueiade as bodies of scientific conclusions In 
Germany, even leligious fieedom was virtually destroyed by party 
controls over the churches and the clergy 
The effect of all these events was a really tiagic spiritual impovei- 
ishment of the individual In the absence of freedom of speech, oi 
any real public opinion, oi any genuine ciitical judgment of public 
policies, the people were led to celebrate then own enslavement 
and to engage in debasing hypoaisy and seivility Economic or 
political success was made to depend on boot licking, aj^ple polish- 
ing, or even bribeiy instead of real effort and achievement Initia- 
tive and responsibility were weakened Tiue scholaiship and origi- 
nal creative thought disappeaied The young people of the fascist 
countries weie prostituted to the pui poses of the state, their mental 
development was blighted, and they weie bi ought up to woiship 
blindly the things that they bad However unfoi tunate the lot of 
the oidinaiy individual may have been, his position was infinitely 
woise, at least in Germany, if he were unfoi tunate enough to be a 
Tew The National Socialist lacial piogiam involved persecution 
and biiital violence to an extent which beggais description The 
lacial piogiam would have been bad enough on any giounds, but it 
seemed even worse to the extent that it was based on the ridiculous 
myth concerning the Nordic or Aryan lace and its alleged supeiioi- 
ity However, as we have seen, the leal reasons behind the piogram 
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of anti-Semiusni seem to have been the necessity for a scapegoat oi 
bogey-man on which all misfortunes, domestic or international, 
could be blamed, and the desne to tiansfei Jewish wealth and jobs 
to “deseivmg Geimans” 

Tlie status of the mdiiidual in stuctly economic matteis was not 
much bettei than it was m these other fields The business man oi 
enterpiisei in the fascist countiics nominally had a ceitam amount 
of freedom of action, but in actual piactice he was tied hand and 
footby govemmental contiols Foi the oidinaiy individual, irccdom 
of occupational choice, oi indeed almost any ficedom of action as 
a woikei w<is virtually destroyed The freedom of choice oi the 
individual as a consumer was seveiely limited by lationiiig, piicc 
contiol, and the pioductive lesults of fascist pohaes witli icspcct 
to economic self sufficiency and w’ai Suielv no one could appiovc 
of the fascist sj'stcnis fiom the point of view of freedom for the 
individual unless he could agiec with the fascist leaders that “the 


mavimum of hbeitj coincides witli tlie maximum of state force ” 
Concfusion Fiom the economic point of view, fascism involved 
the imposition of numeious and severe govemmental controls on 
what was otheiwise a capitalistic economic system These controls 


were intended t6 insuie that the results produced by the economic 
system would be those considered appropiiate by the leaders ol 
party and government from the point of view of national goals and 
objectives While few of us, as citizens of a capitalistic system, would 
have mucli use for any economic system which operated under com 
plete governmental contiol, it may be said that the fascist system of 
economic control did not compare unfavoiably with other systems 
of complete governmental control from the point of view of the 
technical effiaency of pioduction and management In other words, 
if we could approve of the national objecuves of fascism, we might 
say that the fascist system of leaving the usks and lesponsibilities 
of opeiating economic entei prises to piivate individuals and stimu- 
iaung these individuals by means of competition and the prospect 
of puvate profit, while making sure by means of governmental con- 
trols tliat the total economic results pioduced were appropriate 
«nght produce better results on the whole than the Russian system 
ot outright governmental ownership and operation Indeed the 
fascist control methods differed only ,n degiee lather than m’kind 
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Apart from oui dislike of the completeness of governmental con 
tiol over economic activity under fascism, our chief criticism <• 
cerns tlie nature of the national objectives of fascism It seer 
that the genei al goal ivhich the fasast countries wei e seek’ ' 
attaining national powei and gloiy by means of econom 
ence and aggiessive xvaifaie — is both monstious and inliii 
lather doubtful that the most peisuasive of leaders could ht 
the people of the fascist counliics full of devotion and entln 
lor such an objective if the government had been demociatic 
lesponsible to the people This seems especially tiue in view of t 
e\tiemely serious economic consequences which the policies adopter 
in pursuit of this objectne had foi the people as individuals As a 
matter of fact, the objective in question was foiced on the people by 
a strong dictatorial goveinment which controlled almost eveiy 
phase of the lives of the individual citizens and deprived them of 
\irtually all their libeities 

And what did the people of the fascist countries leceive in letuiii 
for all their economic haidships and suffenng and for their loss of 
civil, political, economic, leligious, and practically eveiy othei kind 
of liberty? Judging from the events oi IVorld IVar II, fascism m Ital) 
was unable to pioduce e\cn an economy and a nation which was 
stiong in war In Geimany, on the othei hand, an effective wai 
economy was unquestionably developed, but it was entirely inade- 
quate for the task of woild conquest without which most of tlie gams 
whidi immediatel) lesulted horn niilitaiy conquest could not be 
letained On the whole tlieie seems to be nothing about iasasm 
which should lead us to considei it as a desiiable alteinatnc to 
capitalism 


QUESTIONS 

1 Describe the genera] natuie of the fascist economic systems 

2 “It may perhaps be regarded as an accomplishment that the fascist 
countries were able to keep their economies operating more or less 
successfully ” Explain 

3 “The economic accomplishments of fascism in Germany and Italj 
weie for the most part those which will be obtained rather auto 
matically by any country which tries to operate under a new kind of 
economic system” Do you agiee? Explain 

4 "There is little reason to suppose that the technical efficiency of pro- 
ductive activities declined under fasasni " Show’ whether you agree 
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5 “Criticisms oE fascism in connection luth the contiol of production 
must deal primarily with the objectives which ucic set up for and 
accomplished by Easast industries and businesses " Evplam 

6 “The most that can be said Eor fascist policies and methods in the 
vanous fields oE production is that they were apparently consistent 
with the national aims oE the fasost leadcis ” Explain 

7 Some American fascists say “Tlic fascist economies of Italy and Ger- 
many had a definite and important adranlage over our capitalistic 
system in that they eliminated laboi problems and industrial con- 
flict" Lialuate this opinion 

8 "Fascist economies should have some advantage ovei ordinary capi- 
talistic economies from the point of view of avoiding business depres- 
sions and unemployment" Explain 

9 “All or most of the fascist policies and methods m the vanous fields 
of production had a most unfortunate effect on the leal incomes and 
standards of living of the citizens ” Explain 

10 “Cnbasms of the fascist economies must turn largelj on ethical ques- 
tions rather than questions of efficiency ” Explain 

11 “The list of failures and diflicultics of fascism in Gcimany and Italy 
coincides almost perfectly with tlie list of fascist economic policies ” 
Show whether you agree 

12 "Any notion that there was anything socialistic about fascism is 
quickly dispelled when we obscive tlie distribution of income m the 
fascist countries ” Explain 

13 "The status of labor in the fascist countries seemed deplorable from 
what the fascist leaders would probably have called our ‘outmoded 
and archaic capitalistic point of view ' ” Explain 

H "From the point of view of freedom for the individual, there was 
almost nothing to be said for the fascist countries ” Explain 

15 “The experiences of the fascist countries demonstrated that natioml 
economic self sufficiency is indefensible except as i war policy" Do 
vou agree? Explain 

16 You are selected to give an address to a group of people who believe 
that socialism, as practiced in Russia, and fascism, as practiced in 
Germany and Italy, are in reality the same thing though called by 
different mraes Explain the arguments which you would use in tryino- 
to convince these people that there ue significant differences, from 
an economic point of view', between these two types of systems 
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THE MARXIAN PHILOSOPHY 
AND INTERPRETATION OF HISTORY 


For many people, no treatment of tlic "jsms" oi of comparative 
economic systems would be complete which did not deal at some 
length with the subject of Maivian Socialism The wort oE Karl 
Marv. has liteially been all things to all people His works have 
indicated to some people that he was one of the most brilliant and 
penetiating economists who ever lived, but the same writings have 
convinced other people tliat Marx was a ciackpot and a fool To 
diffeieiit people, Marx’s writings appeal botli naively idealistic and 
hopelessly materialistic In some plaijes in the modern world, Maix's 
doctiines appear so dangerous an/1 so completely antithetical to 
die truth that their study is prosaibed, while in other places any 
sciious deviation from the Marxian analysis comes under the head- 
ing of rank heresy In part, the difficulty lies with Marx’s writings 
themselves rathei than with then leaders, for his writings are often 
vague and ambiguous He tiequcndy skimmed over matters which 
should have been strong points in his analysis only to overdevelop 
favoiite minor points of his own His style is often heavy and 
abstruse, and his reasoning complicated and inconsistent Moreovei, 
he never did present in reasonably biief compass in any one place a 
complete statement of liis position on economic matters 
However, theie is no disputing the gieat importance of Marx’s 
writings His doctrines foim a large part of tlie tlieoretical founda- 
tion of modem socialism and communism, and attempts to refute 
these same doctiines have given moie orthodox economists a great 
heal of “busy work” thiough the ycais Even the modern fascist 
philosophy IS consuucted m pait as a lefutation of some of Marx’s 
leading doctrines In view of the abstiuseness and inconsistency oi 
arxs writings, the business oi inteipieting Marv oi of explaining 
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"what Mai\ leally meant’ has long been one of the most popular 
of indooi spoits We have not anduded Maixian Socialism in the 
main body ot oui woik on compaiative economic systems because 
Mar\’s writings dealt laigely witli tlie desciiption, e\planation, and 
evaluation of capitalism as he saw it and with piedictions con- 
reining its future desclopmcnt and eventual downfall When it 
came to the treatment of the ideal economic and social system nliicii 
leould one day replace capitalism, Marv dealt laigely with geneial 
outlines and did not go into details evtensively- Howeiei, now that 
oui analysis and evaluation of economic systems, both theoictical 
,ind actual, has been completed, we may piopeily spend some time 
with the Mai\ian analysis Fast, howevei, we need a few uoids on 
the life of Maix 

The Life of Marv Kail Mai\ was bom of Jewish paients in 1818 
at Treves (Trier) in southeastan Geiinany His giandfathei. and 
other ancestors in preceding geneiations, had been labbis, but liis 
father was a laiv 7 er who had many clients but was not espeaally 
successful at making money His fathei ivas converted to Chi istianity 
and was bapti/ed uhen Kail was in his sixth yeai Mai\ attended 
the clement, u v schools of Ins native town, spent a yeai at the Uni- 
lersity of Bonn, and then attended Beilin Unn'cisity ostensibly to 
study law However, aftei the death of Ins fatliei in May, 1838, 
Marx devoted hiniscll piimaiily to philosophical studies and hoped 
to attain a lectuieship at tlie Univeisity of Bonn thiougli the good 
offices of a fiiend, Biuno Bauei He leccived Ins doctoi’s degree 
from the Unnersity of Jeiid in 1841 on the basis of his thesis en- 
titled “On tlie Diffeiences between tlie Natural Philosophy of 
Demoentus and Epicurus ’’ 

His lectuicsinp at Bonn failed to materialize and hfarN became a 
free-lance loumalist In 1842, he became editor-m-chief of the 
Rheimschc 7eitung, a daily papei founded by ,i group of Cologne 
business men This papei was soon suppiessed b) the goiernment 
and ceased publication in Maich, 1845 In spite of his unceitain 
prospects, he was married on June 12, 1843 to Johanna Bertha Julia 
fenny von Westphalen, daughtei of Baion ion Westphalen After 
about five months of honeymooning and intensive study at Kieuz 
nacli, Marx was called to Pans to paiticipate in the publication of 
the Franco-German Yeai Books, which were intended to be an 
international oigan of hbeialism The publication collapsed after its 
first issue, but Marx remained in Pans foi fifteen months, continu- 
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mg his stiicUcs »ind Utuaiy woik In August, 1844, he began his 
lifelong inendsinp and collaboiaiion leith Fiiediich Engels, socialist 
son ot a wealthy cotton manufactuiei Engels contubuted a gieat 
deal to Maiv's thought and wilting, and he also contubuted heavily 
latei on to the financial suppoitof Mai\ and his family 
Maix's ladical liteiaiy activities led the Piussian government to 
ask foi Ills expulsion fioin Fiance, and he was duly expelled in 
Januaiy, 1845 Mhth assistance fiom Engels, he was able to find 
lefuge in Biussels, whcie he icmained until the outbieak of the 
Flench Revolution in Febiuaiy, 1848 Doling his stay in Biussels, 
Maix continued his study and his output ot communist pi opaganda, 
but he also wiotc one impoitant book, Miscrc de la Philosophie 
(1847), and a shoitci woik entitled Wage Labot and Capital Late 
in 1847, the Fedeiation of the Just (Communist League) engaged 
Maix and Engels to piepaie a statemc,ni ol pimciples (paity plat- 
form) and the lesult was the justly famous Manifesto of the Com- 
mimst Paity Maix went to Pans in 1848 on the stieiigth of news ol 
the French Revolution, but stayed only until June, and then went 
back to Geimany m company with Engels Thcie they published 
the Neue Rhetntsclie Zeitung, a highly radical papei which was sup- 
piessed m May, 1849 Aftei buef stops in Fiankfoit and Pans, fiom 
which he was once again expelled, Marx found peimanent reluge in 
London 

Except for a bnef visit to tlie United States, Marx lemained in 
London foi the rest of his life He continued to write foi various 
neivspapers and at one time was a European couespondent ol the 
New Yoik Tribune However, he denved much of his support bom 
a Jegacy received from a friend and fiom an annual stipend which 
Engels, then m business in England, piovided foi many years He 
continued his intensive studies of economic affaus,. and he is said 
to have spent ten yeais in incessant study in the British Museum 
before publishing the first volume of his thiee-volume work. Das 
Kapttal, which appealed in 1867 In these yeais in England, he also 
wrote The Cntique of Political Economy, Value, Price and Profit, 
and many other works, but he did not live to publish the last two 
volumes of Das Kapttal These were constiucted by Engels fiom 
Alaix’s extensive notes and weie published m 1885 and 1894 Maix 
also represented German workingmen at an mtei national coniei- 
ence m London m 1864 When the Inteinational Woikingmen’s 
Delation, or First International" was foimed, Maix was an active 
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participant and drew up a statement of its piinciples He lemained 
more or less active in tins oiganization until it collapsed in 1876 
Marx IS now lemembeied not foi Ins journalistic oi revolutionary 
activities but foi his wiitings on economics and capitalism He died 
m 1883, a little more than a year aftei Ins wife's death. 

The Maixian Philosophy 

The Philosophy of Hegel As we have seen, Maix was always 
gieatly interested in philosophy, and undei othei circumstances he 
might well have been a piofessor of philosophy at some institution 
of higher learning He examined intensively all types of philosophy 
which came to Ins attention in an effoi t to find a system of philoso- 
phy which ivould fit Ins own notions and fill Ins own needs, but 
no existing system of philospphy seemed entiiely satisfactory The 
philosophy which suited Afai k best was that of the German philoso- 
phei, Georg William Friedrich Hegel (1770-1831) One of the lead- 
ing piinciples of the Hegelian philosophy was the idea of constant 
change That is, the only unchanging thing is change itself, oi, as 
Hegel put It, the only immutable thing is the abstraction of move- 
ment The whole world, indeed the entire universe, is constantly 
changing Nothing is completely permanent, but everything is con- 
tinually evolving, developing, becoming 

Moreovei, according to Hegel, l eality existed only in the woild of 
ideas Obiective things and events aic of no importance The only 
thing that matters is what ive tliink about diese objective phe- 
nomena The real univeise is one of ideas;"aiid change llieii;in is tne 
only leal change Thus it would seem that if an objective phenome 
non has changed, but we dunk that it has not changed, dien in 
leality no change has taken place In similai fashion, if a material 
object oi condition has remained unchanged but we think that it 
has changed, then in reality change has taken place While it would 
not always be very safe to act in piaciice on the basis of this piinci- 
ple, It was stienuoiisly advocated by Hegel The chief task, tlieic- 
foie, was to explain the method by which change occuis in the 
world of ideas 

The Hegelian dialectic, oi explanation of the method by means 
of which change occurs, involves the concepts of thesis, antithcsii, 
and synthesis A particulai thought oi idea which ■^^e base and use 
IS known as a thesis, but no idea can exist iMthoui an opposite. 



THE MARXIAN INXERPRETAUON OF HISTORY 713 

which seems to contradict oi quariel with it Thus, it would be im- 
possible to have an idea of "light” unless we had one of "daikness ” 
The opposite idea is known as tlie anttthesis oi negation of the 
original idea In the realm of the human mind, theie aic numeious 
theses and antitheses The constant tendency is for conflict or snug- 
gle to exist between thesis and antithesis, and fi om this sti ugglc a 
new piinciple or idea results, which is known as the synthesis, oi 
negation of the negation Hou'cvei, accoiding to the principle of 
constant change, this synthesis or new idea will be held and cher- 
ished only until it attiacts or aeates a new opposing idea or an- 
tithesis to struggle witli it and cieate a new synthesis, and so on and 
on This univeisal and never-ending process was thought to explain 
completely all phenomena within the universe (which, of course, 
was one of ideas) 

Another illustration of Hegel’s dialectic method is his conception of 
human history, which he legarded as the progressne embodiments of the 
ivorld spirit striving with man for the realization of divine ideals Ac- 
cording to him, the physical universe is now a practically finished cre- 
ation, in which there is incessant motion but very little change, wheieas 
histoncal development is relatively rapid, and there can be seen the 
struggle for higher and higher human values sucli as patience, duty, 
order, justice, freedom, and love This self realization or revelation of the 
divine thought and will is gradual but progressive because of the fact 
that every partial truth has a beneficial opposition or contradiction in 
itself, an antithesis which negates the inadequate idea and leads to the 
negation of the negation in a higher and truer synthesis In the words of 
Hegel “The dialectical principle constitutes the life and soul of scientific 
progress, the dynamic which alone gives immanent connexion and neces 
sity to the body of saence Wherever there is movement, wherever 
there is life, wherever anything is earned into effect in the actual world, 
there dialectic is at work Contradiction is the very moving principle 
of the world ” 

The fundamental principle of Hegel's dnlectical idealism, "nothing 
IS identical with itself, but everyUiing contradicts itself,” is decidedly 
evolutionary and progressive, and yet susceptible of revolutionary inter- 
But Hegel was quite conservative in his attitude toward the 
changing woild, as may be seen in his celebrated dictum, “Whatevei is 
real IS rational and whatever is rational is real,” the implication being 
mat the absolute reason or spirit or God is revealing Himself in human 
istory as fast as possible, and that under any given conditions of time 
and place the world is good And yet, according to his own philosophy he 
might as truly have said, “Whatever is real is irrational," since whatever 
IS as Within it contradictions that will make it more rational So also 
egel could say with equal truth “Whatever is is right,” and "Whatever 
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IS IS wrong " But he stiessed the formei truth, and for that reason it has 
been said by Engels and other resolutionists that tliere is a fundamental 
contradiction in his system between his revolutionary dialectics and his 
socio political conservatism ^ 

I 

Marxian Modifications and Limitations As we have said. Mars, 
appioved of much of the Hegelian philosophy The idea of constant 
change as the dominant chaiacteiisuc of the nniVeisrsEemed-to-hiin 
a piofound tiutlrand he gladly a ccepted~the He gelian"diglectic 
invo lving tliesi s, anuthesis, and synthesis as a good explariSSdh of 
the m ethod by means ef which change ocems in the univers e 
However, he could not agiee with the idealism of Hegel winch 
involved the notion tliat r eality existed only in tlie world of ideas 
and in the mind o f man and that the stru ggles or conflicts which 
pioduced change weic conflicts of ideas In ciiticizing Hegel on this 
point, tngels said 

While-maicrialism conceives nature as the sole reality, nature in the 
Hegehiin system repusents merely the “alienation” ot the absolute idea, 
so to say, a degradation of the idea In all circumstances diinhing and its 
thought product, the idea, is here the primary, nature the derived cle 
ment, which only CMsts by the condescension of the idea And in this 
contradiction tliey floundeied as well or as ill as they could® 

But Maix did not piopose to do any floundering m an idealistic 

philosophy Foi him, leali ty was found in ob ]ecti ve events and 

phenomena, no t in me n tal concep ts The thesis and antithesis whose 

conflict produced change weie objective material toices existing 

in the u nivers e, and not merely contlicting laeas, and the resulting 

synthesis was again an objective phenomeno n Thus, for idealism 

Maix substituted materialism As Maix himself put it 
' — 

My dialectic method is not only different from the Hegelian, but is its 
direct opposite To Hegel the life-process of the human brain, i e , the 
process of thinking which, under the name of "The Idea,” he even 
transforms into an independent subject, is the dcmiurgos of the real 
i\orld, and the real woild is only the external, phenomenal form of "The 
Idea ” With me, on the contrary, the ideal is nothing else than the 
material world reflected m die human mind, and translated into forms 
of thought I therefore openly avowed myself the pupil of that 

mighty thinker, and even here and there, in the chapter on the theory 

ij E LeRossignol, Tiom Mar\ to Stahn New York Thomas Y Crowell 
Company, 19-10, pp 95-96 Reprinted by permission of the publishers 
arnedrich Engels, Ludwtg reuerbach New York Intermtionil Publishers, 
1935, p 28 
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ot \ilue, coquetted tvith the modes of cvprcssion peculiar to him The 
m'^stificdtinn uliich dnlcciic sulEcrs in Hegel’s hands by no means pre- 
rents him horn being the first to present its general form of norking 
in a compiclicnsuc mil lonsnous mannci With him it is standing on 
Its head It must be tinned right side up again, it you would discover the 
rational kernel within the mystic il shell 

Maiv pioccedcd to turn the Hegelian dialectic right side up and to 
study Its woiking in the oidmary events ol the rvoxid ol human 
affaus 

In speaking of objectnc events and phenomena as icality and of 
then tcllcciion in the huin.in inmd, Maiv appeals to consider the 
human min d as re^ively unimportant ' i r .nijy.UXIHly ii, a slia ltew 
thing, like {smirr^ which is capable of lellccung extcinal phe- 
nomena but notinng moic Our tlio uglus aie conti oiled by the 
eve nts of the external w’oi Ick’^nd wc cannot possibly atoid thinking 
tts M c do in a gircn ciiMionincntal sitint ion Thus an cmplovei ol 
labor after the Indtistiial Revolution ami development of the fac- 
toiy system would have thoughts concerning his workers which were 
quite diffeicut fiom those entertained by an employer of laboi 
seveial decades befoie When the environmental situation is ripe loi 
the development of a ccitam idea, principle, or theory, the appio- 
priate mental concept will be developed, perhaps by one man and 
perhaps by several In suppoitof this notion, one might refer to the 
many cases in ivluch the same theory oi even the same mechanical 
invention has been developed independently by two or more indi- 
viduals living in different countries and appaicntly completely 
unaware of each othci's work However, this intcrpietation of the 
human mmd would not be very flattering to Marx himself His 
thinking and writing would have to be consideied a necessary and 
almost automatic pioduct of the envnonmental conditions which 
pi evaded in the middle years of the nineteenth century And it 
could be aigued that, if Marx had not ihoiiglit and wrote as he did, 
someone else would almost inevitably have done so 
Some supporters of Maix, however, stiongly deny that he meant 
to assert the supremacy of matter ovei mind According to this 
view, his intention was meiely to show that the mmd "works by 
embodying itself m things, changing their shape and potency, and 
combining them into iclations and systems whose changing phases 

^ »^Karl Marv. Capital, Volume I Chicago Ch-irlcs H Kerr vnd Company. 1906 
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aie the basis of the history of mankind”* Marx would not have 
denied that the things which he desciibed as inateiial and as 
forces of social evolution are more and more products of the human 
mind as time goes on. Marx's inteipretation of events is called 
"materialistic” only to distinguish it from the “metaphysical ideal- 
ism” of Hegel and his immediate followeis As a matter of fact, it 
IS said, Marx did not laise the issue of mind versus matter at all 
He “upheld actual mind equally with actual mattei against the 
Absolute which was greedy to engulf tliem both " 

In any case, we must realize that the Maixian philosophy is as 
universal in its application as that of Hegel That is, it constitutes 
an explanation of lealistic phenomena and events in all fields and 
must be consideied to include the mind of man as one part of the 
phenomena existing in the universe Howevei, Maix did not 
attempt to make applications of his philosophy in a laige numbei 
of fields, but instead limited his use of it to the field of social insti- 
tutions and processes This in itself should not be consideied as a 
Cl iticism of Marx, foi it would be impossible for a single individual 
to apply his philosophical interpietation intensively to moie than a 
faiily limited field of phenomena But in cultivating his chosen 
field, Marx reached a conclusion which was in no way necessaiy on 
the basis of his general philosophy He concluded that, in the field 
of social institutions and processes, one type of phenomena con- 
tained gi eater potentialities lor producing change than any otlier 
These phenomena weie found in the economic field Basic theses, 
antitheses, and syntheses were economic in cliaracter, and develop- 
ments in other fields of human relationships were dependent upon 
changes in the economic sectoi Finally, on the basis of his philos- 
ophy, Marx could not accept the conservative outlook of Hegel, 
which more or less approved conditions as they weie Maix was 
interested in changing things as well as in explaining tliem His 
philosophy was dedicated to i evolutional y change and his dialectic 
was meant to be a weapon foi use in the sti uggle against the exist- 
ing economic and social ordei 

The Marxian Intel pi etation of Histoiy 
Marx's Objective The Marxian in terpretation of histg^' follows 
lather closely on his basic philosophy, but before we Eursim-the 
4G D H Cole. What Mars Really Meant New Yoik Alfred A Knopf, Inc, 
1937, pp 11, 12, and IG Repunted b> pctmission of ilic publishers 
oibid 
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matter fuither we should see why Marx was anxious to develop an 
explanation of history In general, Itis purpose in seckmgjlie_cx- 
planation of past histo ry was to become abic^ pi edict future 
evenu He knew that he did not lik e the capitalistic system as i t 
cxisteH^nd he thought that, if he could tliscoVcr what twH brought 
the sj-stem fdlts present stage of dcvclopinmit, he could pi edict its 
(piobably hoii idl'fulure talc If lie could understand HicToices that 
had caused past eventiT he would have knowledge o f the foicc s 
which woul d_ causiF hmuc . cs' eatsT Ftmltcirnorc, he thought that 
knowledge, in this case as in so many othcis, is p otvci I f we can 
understand the future events which Uic foiccs aheady at work in 
our social system arc tending to produce, we may bL abler by skillfiil 
and timely inters eiition, to influence these future events and mold , 
them nearer to our heait’s desire As Engels put it 

Active social forces work exactly like nnur.il forces blindly, forcibly, 
destructively, so long as we do not understand and reckon with them 
But when once we understand them, when once vve grasp their action, 
thur direction, their effects, it depends only upon ourselves to subject 
them more and more to our own will, and by means of them to reach 
our own ends When once their nature is understood, they can, in 
the hands of the producers working together, be transformed from master 
demons into willing servants® 

The Marxian interpretation of history was intended to be a 
means of making history and not meiely one of explaining it 
The Nature of the Interfnetation The Maixian mteiprctation of 
history holds that the stage of eco nomic de velopmen t or mode of 
production is the determining factot in the held ot social relationT 
and processes v\4ien me mode of production' undei goes' any sigriilt- 
cant change, the lesult is to produce changes in so cial institutions , 
laws and leg al lelatioi^iips, governm ent ana political insuniunni!, 
and -even mmital processes and habm of thought As Marx lumselt 
stated the case 

I vvas led by my studies to the conclusion that leg il relations as well as 
forms of state could neither be understood by themselves, nor explained 
by the so called general progress of the human mind, but that they ate 
riwtcd in the material conditions of life The general conclusion at 
which I arrived and which, once reached, conunued to serve as tlie lead 
mg thre id m my studies may be briefly summed up vs follows In the 
social pioduction which men carry on they enter into definite relations 

locialtmi Utopian ami ScitiKi/ic Ncii \oik Iiuciiniional 
cttblishcis, 1935, p 08 
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that are indispensable and independent of their will, these relations of 
production correspond to a definite stage of development of their material 
powers of production The sum total of these relations of production 
constitutes the economic stiucture of society — the real foundation, on 
which rise legal and political supeisti uctures and to ivhich correspond 
definite forms of social consciousness The mode of production in material 
life determines the general chaiacter of the social, political, and spiritual 
processes of life It is not the consaousness of men that determines their 
CMStence, but, on the contrary, their social existence determines their 
consciousness At a certain stage of their development the material forces 
of production in society come in conflict with the existing relations of 
production or — what is but a legal expression of the same thing — with 
the property relations within which they had been at work befoie From 
forms of development of the forces of production tliese relations turn into 
their fetters Then comes the peiiod of social revolut'on With, the change 
of the economic foundation the entire immense superstructure is more 
or less rapidly transfoimed In considering such transformations the dis 
tmction should always be made betiveen the material transformation of 
the economic conditions of production ivhich can be determined witli the 
precision of natural science and the legal, political, religious, aestlietic, or 
philosophic — ^in short ideological forms in which men become conscious 
of this conflict and fight it out ^ 

In other woids, economic ac tivity is tlie fundam ental b.i5is_5L 
human life As Engels once said '* “He (Marx) discoveied the simple 
fact that human beings must have food and dnnk, clothing and 
shelter, first of all, befoie they"SurnnteiesrTlTcniselves m J/JllIiS, 
scie«ee, ait, leligion, and the like” The satisf action of these an d 
other wants foi economic goods icquires piodiictivc actm ty, and 
the time has long since passed when pioductio n can be successlolly 
caiiiccl on as an indnidual process Almost univcilally in the capi- 
talisuc system, pioductioif is oi neces sity a social process w hich 
involves the coopeiatne activity ' of considH^niic~niimEeis~onm li- 
viduals Thus, in Ordtr-ttrsaTisly tlieir cco iioniic wants, mencnR i 
into productive relationsliips-inth eui-Imrlici Ibcsc i eiationsfiTps 
aie independent corrapor ^o a 

definite stage of dticlopment of the mateiial loiccs of pToclu c^ 
Thus, if a mflTn«rms-ttrbc-a steel ivorKci t oday nc wilTliaycjto^ 
himself into one of the vaiious luncti olTS- oi LaTcgoi ics^Ql-JvQU 
which exist m the steel industry as it is now cairicd on A choice ol 
jobs he may have, hut he cannot lay out a job foi himself without 


rKarl Marx, /I Contubutwn to the CuUqin. of PoUheal Economy 11859) 
Chicago Charles H Kcir S. Co , 1913. pp 11-12 
s In an address at the funeral of Marx, Maich 1/, 1883 
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legal d foi Uic {unctions and tasks of otliei woikcrs The picsciit 
lekiUoiis of pioduction aic beyond Ins volition Moicovei, the lela- 
tions of pioductioii in any given field or indusliy change gieatly 
Ihiough time A ivoikei cnteiiiig the steel industiy today would find 
an existing set of pioductne lelationships which difltis shaiply 
from those which picvailcdTn the same indusiiy sonic liiiy oi a 
liundicd yeais ago Honciei, at any particular time, these produc- 
tne relationships depend upon the existing stage of development 
of the mateiial foiccs of pioduction 
Tile sum total of the piodii ctive relationships in all fields of 
piodiictnc activity constitut e tlic economic structuic of society o r 
mode of production, and all other institutions and piocesscs ol 
luiman life aic adapted to tins mode of production When the mode 
of production changes, othci changes must occur sooner or later in 
legal relationships, got eminent and political institutions, social 
institutions, leligion, art, and c\en the mental piocesscs of people 
lilt tribal organization of govtinment with a chief at the head 
nould be completely inconsistent tvith the modem capitalistic mode 
of production and could -not exist along with it Much the same 
thing would be true of the anaent organization of the family, called 
polyandry, in which one wife had scveial legal husbands In all 
cases, the othei social institutions and processes must be adjusted 
to the changing mode ol production Much the same thing is tiue 
of human thought, ideas, and mental piocesscs It would have been 
almost impossible foi the classical economists of the late eighteenth 
and caily nineteenth cenUn ics to have wi men ti causes on economics 
which closely resembled those of the earliei Meicantihsts which 
weie written when feudal baiiieis to bade had been breaking 
down, inter-iegional and international bade had been developing, 
and tlie merchant-tiadeis had been the lelatively scaice or insuffi- 
cient class in the population Mental attitudes toward piactically all 
matters change along with the changing mode of pioduction 
The mode of pioduction which is to have such miiaculous and 
fei-ieaching influences cannot be inteipieted naiiowly to mean 
merely the existing technology of-pr odnctinn— topis and machin gy 
—for It would be ridiculous to think tliat all social institutions and 


pioeesses derived their entne foira and content from such a narroiv 
base The mode of pioduction includes the existing teclmology of 
pioduction, but thcie is ample evidence m the wutings ofltfarx 
h»s-fa tfo^vus mat n mcluctcs Fi^eaukal . .h.ik iis 
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ently the mode of production must take account of the number 
of available workers, their charac mnstics and ahilinpr- tK?n-pin. 
ductivei ^s, their organization, ancT^heir cooperation or the extent 
to which ae division of labor is piacticed It mclud^TthglpBr 
and qhality of land available, the abundance or shoitage of mineial 
and other natural resources or types of powei, and othei natuia) 
things It includes, according to some inteipieters, the extent to 
which transpoi tation and communication have been developed, and 
even the institutions and processes which have been developed foi 
the excliange of economic goods, as distinguish^ from their pio 
duction in the narrower sense Truly the mode of production must 
^ be closely identified witli the entire existing stage of economic 
development 

The changes in othei social institutions and processes which le- 
sult from changes in ttie mode ot production mav hav e tr» dn witli 
matters of form and organization ratlier than basic charactei and 
substance For example, according to Mai\, the changing mode of 
production does nothing to change the basic chaiacter ol the state, 
whicli IS always an agency of oppression The concept of the state 
has to do with the public power of coeicion as sepaiatcd from the 
aggregate body of citizens The state is to be distinguished flora 
goveinment, which is merely die macliineiy in which the poivei 
lesides and through which it is wielded The state is "the political 
embodiment of a ceitain foim of class-domination, corresponding 
to a certain set of economic relationships, i\hich in turn arises out 
of a certain stage in the development ol the poweis of pioduction 
Accordingly, the state is not an association of citizens bound 
together in puisuance of a common purpose, but essentially coercive, 
standing foi the power of the luling class to punish all offences 
which threaten the established system of class lelationships ” '• Polit- 
ical powei exercised through goveinment is nothing more than the 
01 ganized powei of one class for oppressing another 

Now the change from eailier economic systems to modem capi- 
talism has done nodiing to change die natuie of tlio state It has 
pel haps been necessary to change some of the forms and organiza- 
tions of government, and cei tainly die control of die state has passed 
fiom other individuals or gioiips to the bourgeoisie, or the poueiful 
owneis of productive wealth undei capitalism, but that is all The 

!>G D H Cole, Tl7ifl< Henlh Meant, p IBO Rejjnmcd 1)\ pcrniissioii of 
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evecuUve of the modem state is notliing mote than a committee for 
managing tlic common adaiis of the boiiigcoisie as a whole, and the 
state Itself is meiely the oiganized collective powei of the possessing 
Classes winch is used against the exploited and down-trodden woik- 
eis, 01 proletariat The state ivill always lemain an agency of oppies- 
sion until some day ivlicn the rfassless society ol idealToniniuhism 
IS leached Then, in the' absence of ani^ clasFtoT exploit, the state 
i\ill witlier away and disappear 

According to the notion of modem Maixists, all aiguments over 
differences between forms of government aie ridiculous, for theie 
IS leally only one foim of government and that is a dictatorship in 
the hands ol the dominant class of the time, which, undei capital- 
ism, IS the bouigeoisic The bourgeois dictatoishi]} woiks veiy well 
under the so called dcmociatic foim of government Under democ- 
lary, the possessing class wields its power indirectly but all the more 
effecuvely because in this way its control of the government is partly 
concealed The oivning class controls the government by means of 
the comipuon of governmental officials and legislatures, bribery, 
lobbying, the direct control of votes and of the details of suffrage, 
and the control of newspapcis, periodicals, radio, and other agencies 
toi molding public opinion And the owning class very cleverly 
obtains the suppoit of the exploited masses Every so often, tlie 
goiemment goes to the tiouble of holding an election, tlic people 
baie a choice of candidates and platforms, and they ostensibly elect 
their rulers for the ensuing peiiod Actually, howevei, the opposing 
candidates are as neaily alike .is two peas m a pod, and the elections 
mean merely that every few yeais the oppressed have a chance to 
decide which agents of the oppicssing class shall have cliarge of 
oppressing them in the following period 
Marx’s notion of the nature of the state and government, and of 
Its strict control by the bourgeoisie, ivas doubtless the source of his 
opinion that the oppiessed masses could alleviate then misery effec- 
twely only by means of revolution The bourgeoisie might peimit 
the government to make cei tain concessions to the masses by means 
of progressive or social legislation, but such concessions would never 
he earned far enough to create any real diange in the existing 
system oi to endangei the power of the dominant class Any conces- 
sions to the masses would be intended to bolster up and perpetuate 
the existing system and not to tear it down Whatever other mis- 

>‘kes the bourgeoisie may make, they will never commit suicide 
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Neither did there appear to be anything veiy hopeful about tlic 
activities of labor organizations, for the goveinment as contioHecI 
by tlie bourgeoisie would never permit these oiganizations to dc 
velop to such an extent or in such ways as would actually endangci 
or infringe upon the poweis of the dominant class No wondei 
Maix could uige the woikers of the woild to unite and could con- 
tend that they had nothing to lose but then chains 
The Marxian Philosophy in Relation to the Intejpretation of 
History. The Marxian inteipretation of history should be consid- 
ered undoubtedly as an example of the use of the Mai xian dialectic 
01 method of explanation, though it would seem that the dialectic 
can be applied to the inteipietation of history m moie than one 
way If, out of a past situation, a change in the mode of pioduclion 
has aiisen, we may considei this to be a thesis which finds its nega- 
tion 01 antithesis in the old soaal, political, and legal institutions, 
thoughts and theoiies, which continue to exist for a time Theie is 
ccitain to be conflict oi snuggle between the new mode of produc- 
tion and the old ideas and institutions of a social, political, and 
legal natuie, and this conflict will icsult sooner or later in a syn- 
thesis, 01 negation of the negation The synthesis will involve a new 
situation in which human ideas and social, political, and legal insti- 
tutions Avill once moie be in adjustment witli the mode of pioduc- 
tion Or the old set of institutions and ideas could be considcietl 
as the thesis, which finds its antithesis in the changing mode ol 
piodurtion, with the same final lesult occurring as in the other 
illustration The synthesis, in which tlic mode of pioducuon is once 
more in adjustment witli human ideas and social, political, and 
legal institutions, would then be a new thesis which would once 
moie be disiupted by a change in tlie mode of piodiiction, and so 
on and on 

Howevei, according to some people, another inteipretation oi 
histoiical events in terms of the dialectic is more meaningful That 
is, we should considei the mighty bourgeoisie as the fundamein.il 
fact oi diesis of capitalism whicfi finds its contiadiction or antithesis 
in the downtiodden masses or pioletaiiat The conflict betveen 
thesis and antithesis is die famous “chass struggle” which M.irx 
emphasized so strongly The outcome is cycntually the breakdown 
of capitalism, and the final synthesis is found in the classless socittv 
of ideal communism This interpretation could obsiousl) be saint 
once, but Marx- usually regarded the dialectical pioccss as continu- 
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ous, and it is difficult to see ]ust what the negation or antithesis of 
the classless society, which would help to produce furthei change, 
would be ^Ve do not know whether Maix consideied the classless 
society to maik the end of the dialectical process in hisioiy, ot 
whethei he meiely thought that changes beyond that point -would 
occui but simply could not be anticipated 
Finally, it might be possible to find illustrations ol thesis, an- 
tithesis, and synthesis within the mode of pioduction itself The 
single eniei pi iscr form of business oiganiration as thesis might 
liaie found its antitliesis in the factoiy system of spcciahrcd, large- 
scale, and roundabout pioduction, and the conflict might be con- 
sideicd to haic resulted m the modem coiporaiion which is well 
adapted to pioduction of the new type Howevei, someone would 
object that the single entei pi isc and coiporation are foims of oigan- 
ization which aie part of the legal superstiuctuie ol society lathci 
than the economic base oi mode ot pi oduction This points clearly 
to one diffiailty of inteipictation, foi Marx and Engels nevei stated 
at all definitely just whcie the line should be diawn between the 
mode ot pioduction itself and tlic superstructuie ot legal, political, 
and social institutions 

The Stten^lh of the Maivton IntetpretaUon of History The 
Mai Xian inteipictation of history has come m foi a great deal ol 
enthusiastic acclaim and bittci criticism On the whole, it may be 
consideied a latlier good explanation of histoiy Ceitainly it mav 
be compared favoiably with earlier interpictations which described 
histoucal events as piogiessive manifestations of a divine will or 
proiidence, as the pioducts of changing human ideas and thoughts, 
or as the creations of a long succession of great men With the eco- 
nomic basis of histoucal events firmly in mind, we can mteipret 
die overrunning of western Euiopc by Gauls, Teutons, Huns, and 
Tartars in teims of di ought, famine, and the lure of plunder, die 
Crusades as designed to piotect the trade of Genoa and Venice 
against the Saracens and Turks, and the American i evolution in 
teiras of unpopular taxation and immigration laws Historical 
events usually do have some kind of an economic basis, and this 
tact was not thoroughly recognized before Marx’s time 
While we cannot estimate the extent to which the development 
can be attributed to the work of Marx and Engels, it seems rather 
that historical wutings today pay much greater attention to 
nonuc factors than did those of many years ago and are no 
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longer merely accounts of geneials, kings, and battles No histoiian 
of modem tiroes would attempt to explain eithei World Wai I 
or II without delving deeply into a vaiiet) of economic matters 
Other types of social studies vie with each other also in then empha- 
sis on economic matteis If a sociologist notes that the social institu- 
tion known as the family is not today what it was a bundled yeais 
ago and attempts an explanation, he is likely to mention such things 
as changing methods of pioduction ivliich make it possible loi 
women to enter many types of woik ivhidi weie formerly closed to 
them, the ability of women to suppoi t themselves economically so 
that they are no longer dependent upon their husbands through lile 
for shelter and a meal ticket and therefoie do not have to put up 
with their husbands regardless of then actions, and the urbanization 
of the population which has resulted in the substitution of the one 
and a half room apartment for the old family home with its deepei 
loots In similar fashion, any political scientist who set out to 
explain why the government of the United States today is not what 
It used to be fifty or a hundred yeais ago and completed his dis- 
course without referring to a multitude of economic factors and 
forces would be deserving of some kind of a medal The impoitance 
of economic activities in relation to othei human activities has been 
recognized much more clearly since Marx’s time than before 
Criticism of the Meaxtan Interpretation The most common 
criticism of the Maixian interpretation of history hold s that, while 
Marx had a really good idea, he greatl y ovei emph asized jt His- 
torical events are extiemely co mplex, and any attempt to accou nt 
for tliem m terms of a single factor, whateve r it may _be,jg-SUiC 
be deficient to a ceitain extent Thus, it is held tliat the Marxian 
intei pretation "of" histdi y "HtliCT” ave rlooked many significant no n- 
economic factors oi attrib uted insufficient impoitance to tliem TTn e 
sucli fSEtoTis said to be the g eogiapliical c'hviioiimciu Llimatc, 
soil, topogra phy, access- to oceans, and t h £.. p . i e 5 _ e ji c e_pr_atoice^ol 
vaiious natural lesouices play a most important part in determining 
occupations, modes of living, inteiests, the extent of geographical 
division of labor, and general economic development Marx is 
accused of paying little attention to the economic effects of geo 
graphical factois and of overlooking tli eir noneconomic effe cts 

almost completely , r T>r a 

Religio5rirr?ccond imp oitant factoi m human life Mai-xji na 
Engels did not oiei look religion but they coiisidere diUa.be dcinec 
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lather directly bora Uie economic sub-soil Thus, Maix said that 
lehgion IS but the reflex of the real tvorld, and Engels wrote “All 
leligion IS nothing but the phantastic reflection in men’s minds ol 
those external forces which control their daily life a reflection in 
uhich the terrestrial forces assume the form of supernatural 
forces ” On this basis, Engels went on to show that the ecclesias- 
tical hierarcliy of the Middle Ages was closely related to the feudal 
hierarchy and that the comparatively mild heresy of tlie Protestant 
Reformation resulted fiom the growing power of the bourgeoisie 
Many people have questioned this attitude which makes religion 
the mere servant of an economic master It seems to them that 
ichgion, regardless of its ultimate origin, is an important force in 
the lives of many people and one which has accomplished results 
of tremendous significance either by itself or in conjunction with a 
variety of economic and noneconomic factors 
It is further contended that Marx underestimated the importance 
of the human mind and ability t o think in developing his in terpre- 
tation of history~ We may aamit that human thought is conditioned 
and influenced by changes in the economic environment arid that 
human thoughts are not likely to he ol great importance unless they 
are related iii some way to die objective facts of human existence 
As Cole hRy suggestearmerfafe hot finuteiTto thinking about the 
current problems of their age, but more will do so than not, and 
only those ideas which have significance for their age will influence 
the course of history iv On the other hand, ideas develop also from 
tliose which have been accumulated previously and do noTal^vs 
result di rectly from External facts. As a matter of fact, one group of 
ideas may readily give rise to another without the intervention of 
any changes m external circumstances 
Finally, a closely related matter is that of science and research, 
Clinch Marx regarded as important but attributed to a rather com- 
pletely economic origin Many people question whether the develop 
ment of science can Be attribut^ solely to economic needs and 
regard it as the product of a larg^humber ol factois Many phases 
of scientific researdi deal with matters which are not at all directly 
economic in charactei and there are many scientists and inventois 
icho are apparently motivated by many factors besides self-interest 

P Anlt Duhiijig New York Inleimtioml Publwheis 1984. 

UG D H Cole, If Ant Mai\ Really Meant, pp 81 82 
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or the desire for immediate economic gain Once a science lias got 
under way, it often seems to develop on its own powei without any 
furthei inteivention of outside forces Moieover, the stage of eco 
nomic development may furnish all the background and ratv mate 
rials necessary foi a ceitain invention oi scientific development, 
but not everyone hits upon such a discovery In fact, many peojilc 
may use the background and materials only to pioduce i datively 
inconsequential or even useless devices Serious discoveries and 
inventions apparently lequire the inteivention of particulai indi- 
viduals with special qualities of mind And so the critics have gone 
on and mentioned factors whidi they legard as noneconomic but 
which have nevertheless been important in influencing the couise 
of history 

Of couise, a good Marxist might object that many of these ciiti- 
cisms aie beside the point, because the mode of production, as 
broadly defined, includes many of the factors ivhich Mai\ is accused 
of overlooking oi undei estimating Thus, as we have seen, tlie mode 
of production is frequently taken to include all geogiaphical factois 
(such as soil, climate, topography, natural resources, and sources ol 
powei), and perhaps science and invention as well It is also con- 
tended that Mai\ attached much gi eater significance to the woik 
mgs of the human mind than the aitics seem to think Howevei, 
this opens the way to another type of aiticism If Marv had "dis 
covered that the mode of pioduction, in tlie nairow sense of 
technology oi tools and machineiy, was the sole determinant of 
history and cause of change in political, social, and legal institu- 
tions and human ideas, it would have been a wondeiful discoveiy 
except for the fact that it obviously is not true On the othei hand, 
as the mode of production is broadened so that it comes to include 
more and more factors, the chance that it can function as specified 
in the Marxian interpretation increases, but the significance of 
Marx’s discovery deci eases There is appaiently no limit on the 
process of bunging more factois into the mode of pioduction until 
the point IS reached where the mode of production contains eieiy- 
thing Then the Marxian interpretation of histoiy meiely says that 
"everything determines everything” — a pioposition which is obvi 
ously true and one which, equally obviously, is meaningless as an 
interpretation of history 

Quahficattons of the Marxian Interpietalion of Histmy To some 
extent, the criticism of the Marxian intcipietation of history has ic- 
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suited from a raisundev standing of its meaning It would be absurd 
to contend that, when the mode of production changes, we must 
expect to see our legal, political, and soaal institutions and habits 
of thought also change overnight as it were, but this is not what 
Marx contended In Ins opinion, the effects of changes in the mode 
of production on various in stitutions and habits of tlroag fat need 
not be direct, immediate, or even pacept ible to the people Instead, 
these effects may work themselves but slowly, gradually, and uncon- 
sciously The Industrial Revolution occurs and several decades latei 
we suddenly discovei that the government, the family, and our 
thoughts on economic and other matters are not what they used 
to be Obviously, there is soinetliing in this situation which is similar 
to the "cultural lag" which some sociologists have emphasized This 
intioduction of the tinie-lag concept makes the Marxian interpreta- 
tion of history seem much more reasonable than it would othenvise, 
hut It also lessens the chance to verify or disprove its validity 
Other qualifications of the Marxian interpretation of history 
ascribe some history-making powers to other noneconomic factors, 
at least in a secondary tray That 'is; once the changing mode of 
production has had its effect on social, political, and legal institu- 
tions and on habits of thought, these factors may m turn act on 
each other and on the mode of production in influencing the course 
of history This qualification may seem to weaken the strict Marx- 
ian interpretation of histoiy but it is often made E\en Engels 
once said, 


According to the matenahst conception of history the determining 
element m history is uUmatdy the production and reproduction in real 
life More than this neither Marx nor I hive ever asserted If therelore 
omebody twists this into the statement that the economic element is the 
n/y detemining one. he transforms it into a meaningless, abstract, and 
surd phrase The economic situation is the basis but the lanous ele 
meats of the superstructure— political forms of the class struggle and its 
consequences, constitutions established by the victorious class after a 
** battle, etc forms of law — and then eien the reflexes of all 
mese actual struggles in the brains of the combat ints political, legal, 
piifosophical theories, religious ideas and their fiirthei development 
to systems of dogma— also exercise their influence upon the course of 

preponderate in determining 
111 Thi T interaction of all these elements, m which, amid 

Snntion and events whose inn« 

unncction is so remote or so impossible to prove that we regard it as 
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abhent and can neglect it), the economic movement finally asserts itself as 
necessary Othenvise the application of the theory to any period of hision 
one chose would be easier than the solution of a simple equation of the 
first degree 

And again 

Political, juridical, philosophical, religious, literary, artistic, etc, de 
\elopment is based on economic development But all these react upon 
one another and also upon the economic base It is not that the economic 
position IS the cause and alone active, while everything else has onh a 
passive effect There is, rather, interaction on the basis of the economic 
necessity, which ultimately always asserts itself Men make their his 
tory themselves, only in given surroundings which condition it and on 
the basis of actual relations already existing, among which the economic 
relations, however much they may be influenced by the other political 
and ideological ones, are sull ultimately the decisive ones, forming the 
red thread which runs through them and alone leads to understanding” 

Furthei 


Marx and I are ourselves partly to blame foi the fact that younger 
writers sometimes lay more stress on the economic side than is due to it 
We had to emphasise this mam prinaple in opposition to our adsersancs, 
who denied it, and we had not always the time, the place or the oppor- 
tunity to allow the other elements involved in the interaction to conic 
into their rights ^ 

In the end, the most meaningful and leasonable version ol the 
Mai Xian interpretation of history, though it is somewhat weakei 
than the original Marxian version, seems to be that advanced bv 
Cole He says 


Men make their own history but thev can make it in anv construct c 
sense, only by accepting the limitations and opportunities of the age in 
which tliey live What can be argued is that however men decide to 
act the economic forces will m the long run make tlieir action incffecrnc 
unless It IS m sulHcient harmonv with the requirements of the economic 
situation The economic conditions arrumsenhe. hut by no meam 
abrogate, human freedom and m a given si tuition there mav be mmv 

1 -’ Marx Engels Selected Cniieslmndence New \ork Iiuerintioml Publivherv 
1935 1 } 175 irnRCls to f Bloch) Reprinted In peniussion of the pitblidicr! 
iv//«rf, pp 5I7-5I8, (Engels to H Surkctihmg) Reprinted hv pcrmiwioii 

*177 (Engels to ] Bloch) Rcpnntcvl In Jicrmission of the piihh'licr' 
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ihcnntivc courses open, none of nlnch is impossible on economic 
I'loimds fViitun this u icle i inqe of clioices t)ic non irononiir forces ,irc 
free 10 openic iiuliiciiij' men »o do diis in preference to ih.ii on uh.n 
eicr grounds mn) .ippcil to them and thus viiilly innuenring ilie move 
ment of Insioncil e\ems Onl) sshen men try to pnss beyond llie imnts 
SCI by ibc ibsoUne possibilities of the ccononnc sutnition are they sharply 
pulled back into a pith roiisisletit tilth the reqiiitenients of economic 
(ktelopmcnt • 


The elms Sttuggle 

The Mar\tan inieipt elation of Imtoiy. oi docltinc ol Instoiica! 
in itcnalism, is mcrcls a pichulc to. and a genet al foundation loi, 
the dctclopmcnt o f the mote special doctime ol the class stiiie glc. 
nlttcli is to result, accoidnig t o Man., in the destnirtion ol c.ipit.al 
isin .ind the cicntnal est<il]ltsliinciu ol the classless soeicty Class 
snuggles are notliiiig new, tot they iiasc e\istcd in all times and 
places and have been a most potent source of histoiical develop- 
ment As ^^an and Engels said ‘ 

The history of ill hitherto evisung society is the history of class 
sinigglcs Frecmin and slate, patnaan and plcbenn, lord and scrl, guild 
masicr and jonrncyinin in i tsmd, oppressor and oppressed, stood in 
eonsiam opposition to one mother, earned on an uninterrupted, nots 
hidden, now open fight i fight lliat each time ended cither in a rcvolu 
tion,irv reconstitution of society at large, or in the common rum of the 
contending classes f 

However, while class snuggles have always e\isted, the class 
snuggle undet capitalism is moic open and clear cut than those 
of earlier times 

In the earlier epochs ol history, tve find almost every whcie a compli- 
cated arrangement of society into vanous orders, a manifold grad.itioii 
of social rank In Ancient Rome wc have patnci ms, knights, plebeians 
slates, in the Middle Ages, feudal lords, tassals, ginldmasters, journey 
men, apprentices, serfs, m almost all of these classes, again, subordinate 
gradations The modern boiiigeois society that has sprouted from the 
turns of feudal society has not done away tviih chss antagonisms It has 
mi established new classes, new conditions of oppression neii forms of 

Meant, pp 90 93 Reprinlctl bt permit 

vimotAltrcd A Knopf. Inc, New York 
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place of the old ones Our epoch, the epoch of the bourgeoisie, 
possesses, however, this distinctive feature, it has simplifled the class 
antagonisms Society as a whole is more and more splitting up into tiio 
great hostile camps, into two great classes directly faang each other — 
Bourgeoisie and Proletariat ir 

The Nature of the Classes The distinguishing characteristic of 
the bourgeoisie is the ownership of property — property in money 
funds or more especially in lan'd and capital iiisUuiiieiiLs' Since all 
members of the bourgeoisie live on income derived fiom the c\ 
ploitation of the proletariat, Marx makes no strong distinction 
between money-lenders, land owners, and c^italist-employers but 
lumps them all togetliei in the bourgeoisie' The proletaiiat, on the 
other hand, consists of the great masses of wage earneis, who hate 
no property in produdtive wealth or surplus rribney lunds arid wHo" 
must th erefore li ve^by selling tlieii labor, or labor-powe v, 
bouigeoisie in leturn for wage s which aie m turn exh austed m 
providing foi flie mainten ance ana~iepfbdng ti6h or~the work gis- 
Marx did not contend tliat capitalistic soaety was aheady com- 
pletely divided into these two groups, for he recognized a middle 
class or petty bourgeoisie which fell in between the two main 
groups This petty bourgeoisie included small manufacture! s, shop- 
keepers, artisans, and peasants, all of whom were conservative, il 
not actually reactionary, in then economic attitudes It also pre- 
sumably included the professional groups, although Marx once 
apparently consigned them to the proletaiiat by asset ting that tlic 
bourgeoisie had converted doctors, lawyers, priests, poets, and 
scientists into its paid wage-laborers 

The existence of a middle-class group did not woiiy Marx and 
Engels, because it seemed to them that this group was on its way 
out As the Communisl Manifesto said 

The lower strata of the Middle class — the small tradespeople, shop 
keepers, and retired tradesmen generally, the handicraftsmen and peasants 

all these sink gradually into the proletariat, partly because thtir 

diminutive capital does not suffice for the scale on which Modem Indiistiy 
IS carried on, and is swamped in competition vith the large capitalists, 
partly because their specialized skill is rendered northless by iieu methods 
of production 


I" Ibiti , pp 12-1 S 


IB Ibid , p 23 
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The pioletaiidt is also enlarged from time to time by persons 
ivho desert the higher groups on their ojvn voliuon 

A small section of the luling class cuts itself adrift and joins the 
resolutionary class, the class that holds the future m its hands Just as, 
therefore, at an earlier period, a section of the nobility ivent over to the 
bourgeoisie, so now a portion of the bourgeoisie goes over to the pro 
letariat, and in particular, a portion of the bourgeois ideologists, who 
hate raised themsehes to the level of comprehending theoretically the 
histoncal movements as a whole * 

It IS woithy of note that, while Maix made ample provision for 
other persons of higher lank to sink into the pioletanat, he appar- 
ently considered it impossible foi members of the proletariat to rise 
to positions in the middle class or the bomgeoisie 
The Development of the Class Struggth The modern capitalistic 
class struggle began with the bieakdown of conditions existing in 
the old feudal society. In the so-called p en^of piimitive accumu - 
lation of capital, some peisons acquired the productive wealth and 
money funds which enabiedTligmToTiire and exploit laborj wliHe 
others "did not ' “ 


The spoliation of the diuicli’s property, the fraudulent alienation of 
the State domains, the robbery of the common lands, the usurpauon 
of feudal and clan property, and its transformation into modern prii ate 
property under arcumstances of recUess terrorism were just so many 
idjlhc methods of primitive accumulauon They conquered the field for 
capitalistic agriculture, made the soil part and parcel of capital, and 
created for the toivn indusmes the necessary supply of a Tree’ and 
outlawed proletariat®® 

Since the period of piiraitivc accumulation, the members of the 
ourgeoisi e have lived on income derived from ex ploiting the labor 
, toiling m asses, or p roletariat T his income not only affoids 
the members oO be bourgeoisie a go^d living but also permits dm 
, accumulation of capital for.5till greater dYDlmtation-nrTR^ 
prol^iat The members of the'latter gioup, since they are prop- 
ettyless, must sell their labor-power for a price or wage whidTil ' 
° 7 ^^ient tor their.sui3sigfenS~arm Tcm5duction Th ^ tb>. r.„.u 
get nclier m relation to the poor and the clash of interests betsveen 

’®/6id,p 26 

-“KarlMniv Co/niaf, Volume I p BO", 
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bourgeoisie and proletariat is haish and iiieconalable Notliing 
would completely satisfy the members of the pioletaiiat except the 
receipt of the full value of the products created by their laboi, and 
this result (though entirely impossible undei capitalism) would 
result in the elimination of the bourgeoisie through the destruction 
of their only source of income Hence, we may expect nothing 
except a sti uggle to the death between these opposing groups 
Marx and Engels, in the Communist Manifesto, relate a long list 
of accomplishments in the past*which may be attributed to tlie 
activities of the bourgeoisie 


The bourgeoisie has been the first to show what man’s activity can 
bring about It has accomplished wonders far surpassing Egyptian 
pyramids, Roman aqueducts, and Gothic cathedrals, it has conducted 
expeditions that put in the shade all former Exoduses of nations and 
crusades The bouigeoisie, during its rule of scarce one hundred yeais, 
has created more massive and more colossal productive forces than have 
all preceding generations together Subjection of nature’s forces to man, 
machinery, application of chemistry to industry and agriculture, steam- 
navigation, railways, electric telegraphs, clearing of whole continents for 
cultivation, canalization of nvers, whole populations conjured out of the 
ground — ^what earlier century had even a presentiment that such produc- 
tive forces slumbered in the lap of social labor er 


However, from the point of view of tlie entiie histoiy of capitalism, 
the most significant accomplishment of the bourgeoisie is found m 
the creation, establishment, and development of die proletanat, 
whose members will one day function as grave-diggers for the 
bourgeoisie 

And the bourgeoisie deseives to peiish because as Marx and 
Engels say 


The bouigeoisie, historically, has played a most i evolutionary part 
The bourgeoisie, wherever it has got the upper hand, has put an end to 
all feudal, patriarchal, idyllic relations It has pitilessly torn asiindei 
the motley feudal ties that bound man to his "natural superiors,” and has 
left remaining no other nexus between man and man than naked selt- 
interest than callous "cash payment” It has drowned the most heavenly 
ecslacies of religious fen-or, of chivalrous enthusiasm, of philisune sen 
tunentahsm, in the icy vvatei of egotistical calculation It has resolved 
personal worth into exchange value, and in place of the numberless 
indefeasible diartered freedoms, has set up that single, unconsciona 


21 Comrmtmst Mnnifeito, pp 16, 18, ind 19 
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Iriulom— I UL Frule 1 h one uortl, (or cxpioinuon, ^cl^ul b) rtligionv 
■rnd jjohimi iJIiimojh u Ins subsiitniw!, n.iLLil, shimekss, direct, brtnil 
LNl>lniniK»l - 

The hiterfnelattnn of .Itinriif Cfors Sinigl'/rr We musi ssail muil 
a ini latci on to ln innne the e\aa del nk of the ])iorLss h) meins 
of which the r,ipii,)Iisitc s\sictn is to be bion ght to its doom .mt l the 
class stnipijlL IS to be* it pi iicd b) the cljssless so ciety Uowevci, .it 
prtsLni, we nn) direct sexual ri Rosins at the NfaiM.m .malssis of 
the class struggle itself and of the ]>iiiici]>at!ii}<; Rionps In the first 
place, the MacMin cl inn ihn the “histoi) of all hnheiio tMsiing 
societj IS the historj of cl ass stuigglcs* * seems to be n f ined, atcdid- 
iiig to the times hi Rciiel il histoiy with wlmh Mais was iiiatlc 
tpiatcly jcipiaiiTlLtl To“stltcf onc”aiicitiii c\aii!plc^~oiit omiiT 
scxeral citeil by the critics 


Ancient cixihr'itinns such w those of Li’>pt, Greece, and Home, were 
Innd on the institution of shixcrv, whence the gr-iitnions awiiniption of 
Marx and I ngels that the tl.iss siru)>t>]L nuisi Inxe dnminited tlieir his 
torical dexilopiiitnt anti finill^ htotighi ahoiit the tr.insition tii the nt\t 
stige of ftiidihsin fhtt the slaxes of those dajs were for the most pirt 
siihstnieni ihject. ind helpless treiiures. wliose orcisional iniirmunngs 
iiul rebellions were stippresstd xsiih hornhlt crncit) Those were not 
class sinigghs of the imigmir) M u\i.in i>pc, ind did not bring the 
iniisition to fenddism I iigcls himself sijs ihii towird ihc end of the 
Roman Impirc shixes were si.artc and dear, th.it the Imrnniha, which 
were great agricidniral estates Iwstd on slice libor were no longer 
lirorit.iblc, tint small scale farming bj colonists and tenants w.as lelatixel) 
ucritixe, and that, in short "slixery died hcranse it did not piy .mx 
longer ' Tlicn came the hirinrian invasion, ihc ilowadall of Rome, and 
die tsi ihlishmcni of feudalism as the nsnli of the comincsl of a higher 
ciMln-iiion by a lower and not through ihc alleged driung force of n class 
Smuggle, ss 


Dtfjiatlltes vi Wistingim/iirig Classes The eoneept of the class 
*^*dgglc presupposes the division of society into txvo larg e gioups 
bu Ql lb \cfy dilhcuk to disanpvush any such 
gr oups in the United States today If xvc folloxvcd the Marxian dcfi- 
unions stricify, tlic icsult xvould be ludicious for the puiposes of 
ocia isin That is, if xvc tiiccf to divide the people of this country 


==^M.p 15 
■*J f taiRossignoI, 
smn of the T homis Y 
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into two groups on the basis o£ whetlier they owned oi did not own 
pioperty in productive Avealth oi money funds, we should haie to 
p ace most of tlie people m the owning group oi bouigeoisie The 
only people whom we could place m the pioletaiiat would be tliose 
who owned no land oi capital dnectly, who had no savings deposits, 
who had no social secuuty accounts to piovide them with annuities 
in then old age, who had no life insurance policies, and who owned 
no coipoiate secuiities oi goveinment bonds, for all of tliese things 
involve, directly or indirectly, the owneiship of pioductive wealth, 
or of money funds beyond immediate needs in consumption A class 
division which lesults in only a few people being left in tlie piole- 
taiiat is anything but that whicli Marx and Engels had in mind, 
and It would be difficult to see any moital class struggle going on 
between such groups Moreover, the gioups would cut aaoss eacli 
other to a consideiable extent Some individuals may readily recene 
$10,000 a year fiom the sale of their labor sei vices only, w'hile otheis 
live on incomes of §2000 oi §2500 which aie derived fiom the own- 
ership of propel ty It would seem veiy peculiar in any case to class 
the f 01 met individuals as members of the pioletanat and the lattei 
individuals as members of the bourgeoisie 
Many modern Marxians lealize that the oiigmal deiiniuons ot 
the parties to tlie class struggle aie in need of levision foi applica- 
tion to capitalism of the piesent day Sometimes it is suggested that 
we should include in the pioletanat not only peisons w'lth merely 
laboi incomes but also peisons 'ivith some piopeity incomes as well, 
]ust so long as the piopeity incomes arc less impoitant than the 
labor incomes In the bomgeoisie, w»e should have all peisons with 
only pi opei ty incomes and those whose propci ty incomes exceeded 
their laboi incomes Now it would obviously be possible to divide 
society into two groups on this basis, but it is to be doubted 
that they would be highly antagonistic and conflicting gioups 
Surely a peison who deiives 49 per cent of his income from the 
owneiship of propeity is going to have about the same economic 
interests and attitudes as one who deiivcs 51 per cent of liis income 
fiom this SQUice, and one would have to go ratlier w-ell down into 
tlie so-called proletariat before finding any real change in these 
inteiests and attitudes 

It might be well to remembei, in trying to distinguish two con- 
flicting groups m oui society today, tliat the contiol of pioductne 
wealth IS usually more important than ns ownership Thus, vc 
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could divide society into two gioups accoiding to vvhttlici individu- 
als did 01 did not contiol significant amounts ol pioductivc wealth 
While tlieic would obviousl) be difficullits m applying tins notion 
in piacticc, we should e\pcct to conic out with a lelativcly small 
mimbei of powciful individuals in the bouigcoisic and with a pio 
Ictaiiai made up of a huge iiumbei of ]icisons who aie powcilcss 
so fai as the contiol of pioductivc wealth is conccincd Tlicic can 
be no doubt as to the cvistencc of a conflict of intcicsts between 
the two gioups set up in this way, but wlicthci this conflict is as 
yet open and Inttci enough to satisfy the Maixian concept, it is 
diflicult to say 

Many people think, howcvci, tliat it is useless to try to sec our 
society as divided into two gioups, with the one above the othei 
Actually, there are many economic gioups, and they divide the 
society into hoiirontal segments oi sections lathci than into laycis 
The interests of such economic gioups as, foi example, faiincis, 
manufactuieis, and workcis aic in pait conflicting and antagonistic 
and in part common and haimonious The groups have undoubt- 
edly a certain amount of class oi gioup consciousness, but it is not 
usually of the type which makes coopciation oi compromise witli 
othci groups impossible If this is an accuiatc description of oin 
social situation, it is cleai that oui society depaits significantly fioin 
the Mai Xian formula 

The Survival of the Middle Class Getting back to the Marxian 
desciiption again, it is lathci deal that the middle-class group oi 
small bouigeoisic has not disappcaicd in this countiy, either by tlie 
dismal pioccss of sinking back into the piopcityless proletariat oi 
oilieiwisc Scvcial studies might be quoted which indicate that the 
group of peisons who are ncitliei extiemely piosperous nor excep- 
tionally pool has been increasing thiough time in numbcis, wcaltli, 
income, and as a piopoition of the total population On this basis, 
some obseivcis aie led to think ratlici emhusiastically that the 
polarization, whicli Maix had expected to occui at the extremes ol 
capitalistic society, has actually taken place in the middle Such 
studies and conclusions depend, howevei, on latlici arbitiaiy de- 
cisions as to the boundaries of the middle class gioup in teims of 
income 

Peihaps even moie impoitant than the e\istence of groups oi 
classes is the matter of class attitudes It matteis lather little that 
vve may have groups which might be desciibed as bourgeoisie and 
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proletaiiat on the basis of income status or geneial economic pou 
tion unless these groups aie properly class-conscious If all membeis 
of the population, legardless of their income status, think like 
members of the middle class, then foi almost all practical purposes 
bouigeoisie and pioletaiiat do not exist And this seems to be just 
about the case in the capitalistic system of the United States toda) 
Canvasses and polls taken on this impoitant subject, whicli ha\e 
questioned people in all walks of life and at all sorts of income 
levels, have usually discoveied that somewheie between 80 and 
100 per cent of our citizens consider themselves to be members of 
the “middle class” lathei than members of the exceptionally pros- 
perous or extremely pool and underpiivileged 

Evidence of this attitude can be found in the activities of laige 
groups of wage-earneis in the United States If ceitain workers arc 
dependent on their labor incomes for their entiie livelihood and 
they find these labor incomes unsatisfactory, they do not usually 
blame the capitalistic system and set about forming organizations 
and carrying on activities foi the purpose of destroying this system 
Instead, they try to impiove tlieir economic position within the 
capitalistic system by forming oiganizations foi bai gaming pur- 
poses, resuictmg output as the employeis do, forming quasi-monop- 
olics over the labor supplies on whicli employeis are dependent, 
and in geneial seeking to divert a larger shaie of the available social 
income to themselves "Woikers who tliink and act in such ways can 
scaicely be considered to be members of the proletariat, in the 
Marxian sense of the term, ev-en though they are propeityless and 
dependent upon the sale of tlieii labor powci As an English com- 
munist writes 

There is a fundamtiual unie.ilit> in tlic .ittiuidt incl policy of labour 
today It accepts tlie old system and onto the old svstem seeks to fasten 
parasitically high nages soaal services and unemplovmcnt insurance 
* Libour in its consciousness is capitahsuc, to be parasitic on capinh'in 
IS to be capitalistic X,abour has forgotten how to be radical -* 

The Nciu Class Stniggle As a lesult of these considerations, m-my 
people conclude that the class struggle m tlie Maixi.m sense is a 
mytli in so fai as the United States of todav is coiireiiicd Howeier 
roncern is sometimes expressed ovci a new kind of class struggle 
Xf \UuT\, The of Communimi London Jonathan Cipc I'l’’- 

pp 7S KM 
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whicli IS oi may Ijc developing As oui total population becomes 
fust stationary and l.itci artiially detlining, an ever larger pio- 
portion of our people will be found in the advanced age groups 
These supciannuatcd peisons cannot be e\pcctcd to take an active 
pait in the productive activities of tlic countiy and will rely on the 
actually productive poilion of tlie population for support Unless 
one believes in the 1 ownsend theoicms, it seems rather obvious that 
we can dev'ote a largci share of the national income to the suppoit 
of the aged only by leaving a smallci poition of this total income 
in the hands of those who take an active part in tlie processes of 
production Thus, thcie will be a clash of intcicsts as between the 
aged group and the rest of the population, and this clash may icsiilt 
in an actual class struggle in winch each group attempts to contiol 
the national government in its own inteicsts and tiies to gain a 
larger shaie of the national income for itself Foi the picsent, 
however, this snuggle, if it c\ists, is no moie than in its opening 
phases, and its exact future development cannot be accurately 
loretold 
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Q,VtSTIOflS 

What were the mam principles of Htgcli in philosophy? 

To what extent did Mux adopt the Htgcliin philosophy m his writ- 
ings? What modifications did he make in this philosophy lor his 
purposes? 

tVhy did Mar\ try to develop an interpretation of history? Explain 
Outline the Marxian interpretation of history 
Explain the meaning and importance of the term “mode of produc- 
tion” as used by Marx m his interpretation of history 
"The Marxian interpretation of history ni ly be considered as an ap- 
plication of the Marxian dialectic (involving thesis, antithesis, and 
synthesis) " Explain and illustrate 

Evaluate the Marxian interpretation of history, stressing points of 
both strength and weakness 

‘ There are no sound objections or criticisms which may be directed 
at the Marxian intcipretation of history" Show whether you agree 
“The Marxian inteipretation of history either overlooked many sig- 
noneconomic factors or attributed insulTicient importance to 
them ” Do you agree? Explain 

The Marxian interpretation of history explains eitlier too much or 
too little Discuss 

How has the Marxian interpretation of history been qualified by 
Engels and others? 
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12 "The most meaningful and reasonable \ersion of the ^far\lan inter 
prctation of history seems to be that ad\anced by Cole" E\plain 

13 “According to Marx, the state is always an agency of oppression and 
all forms or types of goseinnient are dictatorships in reality” Explain 

14 What IS the importance of the class struggle according to Mar^? 

13 Distinguish between the bourgeoisie and the pioletanat as Marx de 

scribed them 

16 What was to be the outcome of the class struggle, according to Marx’ 

17 “It IS difficult to distinguish the Marxian economic classes in the 
economy of the United States today” Show whether you agree 

18 "It is possible that other types of class struggles are becoming more 
important today than that which Marx emphasized ” Explain 



CHAPTER 27 




THE MARXIAN THEORIES 
OF VALVE AND DISTRIBUTION 


Wn have noted Mark’s contention that tlie income of the boui- 
geoisic undei capitalism is denied fiom the exploitation of the 
toiling masses of laboi, but we are not yet famihai with the m.innei 
m whicli tins exploitation occurs Bcfoie we can undeistand Maix’s 
exploitation thesis, wc must examine the Marxian theories of \ahic 
and distribution on which the docuinc of exploitation is based 
Many critics of Marx have contended that Ins theoiies of value and 
wages, like his interpretation of history, were diiected primal ily at 
clianging the capitalistic system ratliei than at explaining its present 
functioning, but, ostensibly at least, he was trying to produce a 
valid and objective explanation of economic phenomena and then 
causal lelationships as they existed in the peiiod of Ins observation 
It ivill be helpful to remcmbei tliat Maix’s explanations of value 
and distribution, whatever his ultimate puijiose may have been, 
were intended to apply to the capitalistic system as it existed in his 
day, and not to some ideal system which he was proposing to 
establish 


Exlwittion of the Maixian Theoiy of Value 

Use-Value, Exchange-Vahte, and Price Maix pioceeded like most 
economists to preface his discussion of value deteimination with tlie 
definition of a numbei of terms and concepts In the fiist place, he 
distinguished between two kinds of value which a commodity may 
have — use-value and e xchange-va lue By use-value, Marx meant die 
value or usefulness of a commodity to its ownci, its utility (as w’e 
should say now), or the amount of satisfaction or pleasure which a 
user derives from the commodity Exchange-value, on the othei 
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hand, was the power of a commodity oi economic good to command 
other economic goods in exchange foi itself Aftei the biief intio 
ductory reference to use-value, Maix concerned himself, like most 
economists, with the explanation of exchange-value The price of an 
economic good was defined as its power to comm and money in 
exchange for itself or as the J^moo^-name” of the value ol an 
ecoho mic good ~ ~ ’ 

Marx also gave the explanation which was common in his day of 
the relationship between use-value and exchange-value Cleaily, an 
ai tide must have use-value in oidei to have exchange-value, for no 
one will give up a commodity oi service in exdiange in oidei to get 
sometliing whidi is expected to have no use foi him On the otliei 
hand, it is quite possible foi an article to have use-value without 
having exchange-value Such ai tides aie commonly known in eco 
nomics as free goods However, in a developing capitalistic economy, 
liee goods tend to disappear and practically everything that has use- 
value also has exchange-value In all these definitions and discus- 
sions of then intenelations, there is nothing at all revolutionaiy 
Ol out of the ordinal y 

Market Value and Normal Value Like othei economists, Maix 
saw fit to distinguish between the market exchange-valu e of a com- 
modity and Its natuial or real ex c hange-value By natural value, 
Marx meant something ver y much li ke t he “normal value" of oui 
piesent value discussions — a' kind of long-run average level of the 
value of a commodi ty around which sho rt-run or market values 
fluctuate Maix tliought it necessary to explain both noimal values 
and the maiket values which oscillate around them It was at this 
point that he began to get into difficulties, for, while he was willing 
to concede that demand and supp ly forces weie lesponsible for the 
fl iirtnationg mm let value s around natuial oi noinial v'alucs, he 
could not believe that the same demand and supply foices could 
be responsible for the natuial or normal values themselves Thus, 
he said 

-'At the moment when supply and demand equilibrate each other, and 
therefore cease to act, the maiket pnee of a commodity coincides imli 
Its leal value, with the standard pnee round which its market prices 
oscillate In inquiring into the nature of that [real or natural value, 
ive have therefore nothing at all to do with the temporary cfftcis on 
market prices of supplj and demand > 

I karl Mar\, Value, Price, and Profit ChiciRO Clinic-! H Kerr 1 Compim 
1913, pp 45-46 
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The task which jvign. set h imsclI_Mi>s. then, the discovery and 
analysis o£ the one faciot which deteimines the ital or natuial value 
of all commodities Unfortunately, the objective of Marx’s woik 
predetermined the value of his results Most economic phenomena 
are extremely complex, and it is very seldom that any phenomenon 
can be assigned to a single cause To try to find the one cause ol 
the natural values of commodities is much the same as to tiy to find 
the sole and single cause of business cycles or the one and only 
meaning of the term "infiation " The point is not that one cannot 
make out a case foi a particular factoi, but lathcr that such a case 
IS practically certain to be inadequate 

r/ic Rejeetton of Vtihty and Demand Marx could have made a 
great stiide forward in value theory by hitting upon utility, and 
demand based upon utility, as a factor in deiei mining the natuial 
values of commodities However, it was his notion that the value- 1 
determining factor not only had to be c ommo n to all commod ities. I 
hut had to be objccuye. and absolu te (unchanging) as well, and I “ 
this led him to reject use-value or utilit y as a subicctive and relativ e >*. 
con^t The utility of a commodity is not something physical and 
objecuve compaiable to us sire, shape, and weight It is not some 
thing which is actually in the good Utility is lathei a relationship 
between men and things — ^a relationship which is expressed by 
saying that the men want the things It is therefore a matter of the 
human mind as well as of die commodity and is a subjective 
concept Since this is true, utility is also a lelatjye conceptTf^ ihc 
utility ol the same good may be quite difleicnt tor different peisons, 
and It may be quite different for the same peison from one time to 
another The utility ot a textbook for a student may be quite dii- 
ferent from lU utility to some unsuspecting waylarei who picks it 
up attei the student has lost it on his way home fiom class Again, 
the utility of a textbook loi a student who has completed the 
course in which it is used may be quite different from the utility 
which u had foi him at the beginning of the course Marx could 
see no use which could be made of such a subjective and fluctuating 
dnng as use-value oi utility beyond saying that a commodity must I 
ave use-value in older to have exchange-value Certainly, so lie 
thought, utility could not be made the basis for the relatively stable \ 
natural values ol commodities T he quantitative analysis of, utilit y 
and demandLliad n ot been develop ed u p to Maix’s time and lie was 
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quite unable to develop it That task was left foi anotlier geneiation 
of economists 

The Acceptance of Labor as Value-Detet mining In considering 
die more objective qualities of commodities, Marx was compelled to 
1 eject sucli things as size, coloi, shape, and weight, lor diese charac- 
teristics are impoi tant only in so far as they affect the usefulness ol 
the commodities Theiefore, by a process of elimination, Mai\ hit 
up on labo r, oi musculai and menta l human effo it. as the one 
o b)ective . value-de tei minin g elcmenf c ommon to all commodit ies 
which have exchange-value But tlie valiic-dctei mining element had 
to be q uantitativ e as well as objective, so the explanation could not 
'depend upon the quality oi type of labor used to produce a com- 
modity So Maix fell back upon the qu antity oL lalioi. oi the 
amount_o£_IabQi=time lequired to pioduce a commodity, as the 
determinant of its natuial value In Marx’s own words 

'^A use-value, or useful article, thoeforc has value only because human 
labour in the abstract has been embodied or materialired in it How, then, 
IS the magnitude of this value to be measured? Plainly, by the quantity 
of the value creating substance, the labour, contained in the article The 
quantity of laboui, however, is measured by its duration, and labour 
time 111 turn finds its standard in weeks, days, and hours' 

And again 


A commodity has value, because it is a cty slalltzation of soaaljab pr 
The gieatness of its value, or its lelalwe value, depends upon the greatei 
or less amount of that social substance contained in it, that is to say, on 
the relative mass of labor necessary for its production The re lative vaj ues 
of comtnodtlies are, theiefore, determined by the respective quantities or 
amounts of laboi woilied up, lealtzed, fi\ed in them^ 

Past and Present Laboi Hovvcvei, Maix was not so naive as to 
think that the natural value of a commodity was detei mined by the 
quantity of laboi -time bestowed on it in the last stages of its pio- 
duction only The natuial value of a loaf of biead, foi example, 
does not' depend mciely on the labor-time involved in mixing the 
ingiedients, putting the dough in uns, putting the tins in and re- 
moving tliein from the oven, supei intending the baMng process, and 
slicing and wiapping the product On the contrary, it includes all 

= Kill Marx, Capi/nf, \ olunie 1, p 4j 
’ k irl Marx, Value, Pun, and Piofit. p 57 
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labor of these kinds and in addition all laboi devoted to planting, 
groning, and hai vesting the wheat, giinding the whfcat into floni, 
and pioducing the other mgicdicnis'^o the extent that capital 
goods aie used in the pioduclivc pioctss, the natuial value of the 
final pioduct is also influenced bj the laboi time involved in pio 
ducing these capital instiuments Tlic value of the loaf of bicad 
IS alletted by the amount of laboi time bestowed in the past on the 
making of dough iin\cis and baking ovens, the faim machinciy 
which helped in jilanting, ailtivating, and haivcsting the wheat, 
and even the machinciy which helped to pioducc the faiin ma- 
chinery Of cotiisc, the value of just one loaf of bicad would in- 
clude only a small fraction of the toul nnionni ol laboi time which 
had been spent m pioducing these duiable* insiuimcnts of pioduc- 
tions, foi this total amount of laljoi-timc would be spicad ovei all 
the loaves of biead which they help to pioducc during then hfe- 
time Howevei, it is clcai that the natuial value of any final pioduct 
IS determined by the cntiic amount of labor-time which is spent on 
It, either directly oi indncctly, in the present oi in the distant past 
as far back as it can be traced 

We see that the basing of natiual value on the total amount 
of labor-time used up in producing a commodity is not quite as 
simple a pioposition as it seemed at fiist glance In fact, some 
people find the idea of including all past and picscnt, direct and 
indirect, lahoi-tiine in the price of the final pioduct so co mplicated 
that they judge the Mai Man proposition to be hopeless "How on 
earth,” they ask, “could anyone ever find out all the laboi -time 
which had played a part in turning out a final pioduct, mcasuie it, 
and include it m the price of the commodity? It won’t woikl” The 
answei to this objection is, of course, the one suggested at the be- 
ginning of this chapter Maix is not trying to explain bow natuial 
values should be determined in an ideal economy Foi such a pui- 
pose, his proposition might well be considered too complicated But 
Maix IS merely tiying to e^lain how natural values aie determined 
under existing capitalism jfhus, his proposition is that the natuial 
values which already prevail for various products in our system have 
been set by the pioccsses of the maikct at such levels that they take 
account of all labor time, past and present, duect and indirect, 
which has been spent in tlieir pioduction No individual has to 
feuei out all these amounts of labor-time, measure them, and in- 
clude them in natural value 
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SocuMy Necessary Labor But this is only the beginning of our 
difficulties o£ interpietation An article can have only one natuial 
value at a tune, but difFeient producers may spend varying amounts 
of labor-time m producing exactly the same aiticle For example, 
a pair of shoes of a certain definite type can be turned out b) 
some produceis with an expenditure of five hours of laboi-time, 
while other pioducers must spend six or seven hours to tuin out 
the same product Which of these varying amounts of labor-time 
will determine the natural value of shoes of this type? In older 
to handle this problem, Marx introduced his concept of socially 
necessary labor. The term “so cially necessai y” in this connecuon 
does not have its common modern meaning of socially desiiable 
Instead it means merely the average amount of labor which is neces 
sary to turn out a particular good 
As Marx expressed this point* 


In saying that the value of a commodity is determined by the quantity 
of labor worked up or crystallized in it, we mean the quantity of laboi 
Inccesmty for Us production in a given state of society, under certain 
social average conditions of producUon, with a given social average 
intensity, and average skill of the labor employed* 


Thus, in our illustration from shoe production, if six hours of 
labor-time is the average amount required to produce a pair of these 
shoes among all the producers in the industry, then six hours of 
labor-time is tlie socially necessary amount and sets the natural 
value of a pair of the shoes Producers who use up only five hours 
of labor-time in producing the same commodity nevertheless tend 
to receive a puce based on six hours of labor-time (if the price is 
equal to natural value), and the same price is received by those pio- 
ducers who, for some leason or other, use up seven hours of actual 
labor-time in producing the same good 

Production and Reproduction Costs. Suppose, at a given time, 
all the shoes actually on the market had requned an average ot 
SIX hours of labor-time to produce, but that, for some reason the 
same shoes could now be produced with a social average of me 
Won./ *e „,.U«I value ™ 

.he marl... be by the avc ase of I-out, of labor .me 

their production actually required, or by the averag 
of labor-time winch would be required to reproduce them? In tl 

* Karl Mar\, Value, Pace, and Piofil, p 62 
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suuaiion Mai\ did not hesitate to say that it would be lepiodtic - 
t ion cos t in terms of laboi-time, lathci than actual cost, uhich 
would be soctail) nctcssniy and lienee dctci mining in connection 
with natuial saint Thus, he said 

y 

If lilt Unit socnils ntitssu) for the praductioii of ui) commodity 
alters — and a gi'tn wtiglu of cotton itprtstius after i bid hnotst, more 
hbatir tinii aftti a good one — ill prcnonsl) csisling commodities of ibt 
ssnic chss arc .afftciid. bc< uist tluj nrt, as it wtrt, oiilj itulividuals of 
the sptcics, and tlicir s tint at im gisen time is mcssnrtd Ii) the hboiu 
sociill) ntccssiry, ic, b) the hbniit ncctssiiy for Uitir proiluciion iiiidtr 
the then tMsiing social conditions 

Without in any waj accepting the laliorcosi analysis in genet nl, 
most economists c\cn today would be willing to accept Mark's judg 
ment with respect to the re lative inipoitance of actual costs and] 
rep roduction cos ts 

There is a little iiioit to be said along tins line 'We base been 
assuming that something (perhaps a new mechanical dcsicc) has 
opctaicd to reduce the asciagc amount of laboi-timc icquncd to 
produce a commodity throughout a paiiiculai mdusliy'Tiut sup- 
pose onlj one 01 two films, out of the many in a compctiiisc in- 
dustry, base adopted the new’ type of machmcis and base le- 
duced the amount of laboi-tinie icquned to pioduec a unit of the 
good In this ease. Maw aigiies that the sotially ncccssaiy lahoi- 
time genet ally requned to pioducc the commoduy has not changed, 
and tlic firm or fums wiili the new technological device can profit at 
least for a time by selling their goods at the old natuial value (it 
piice IS equal to natuial value) svhilc enjoying a cost in teims ot 
labor time whicli is bclosv the social average As tlic new mechani- 
cal device is adopted by more firms, it exciciscs a downward pull 
on the socially ncccssaiy laboi-timc icquncd to pioduce the com- 
modity and eventually the socially ncccssaiy laboi-time will become 
that required to pioduce the good with the assistance of the new 
cvice When the socially ncccssaiy laboi-ume and natuial value 
fallen, any fum which keeps on producing by means ot 
e r will receive a price per unit foi the commodity 

men lads to compensate it for tlie labor time actually spent 
of!f« o/ Grades of Labor. Suppose that the production 

particular commodity requires die use of seveial liouis of tluce 
Rirl Mir\, Cn/ji/of, Volume I, pp 233 25 1 
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or four kinds of skilled laboi in addition to geneious allotments of 
semi-skilled and unskilled laboi How will its value be detei mined? 
In handling this pioblem, Maix stuck to his original contention 
that it IS only the quantity of laboi, and not its quality, which has 
anything to do with the natuial value of a commodity 

While, therefore, with leference to use-value, the labour contained in 
a commodity counts only qualitatively, with leference to value it counts 
only quantitatively, and must first be reduced to human labour pure and 
simple <* 

Skilled labour counts only as simple labour intensified, oi rather, as 
multiplied simple labour, a given quantity of skilled being considered 
equal to a gieatei quantity of simple labour t 


But this obviously lequiies some exact method of convening quali- 
tative diffeiences in labor into quantitative differences 

However, Marx did not go beyond the general statements al 
leady recoided Eveiy houi of skilled labor counted as moie than 
one hour of unskilled Jaboi in detei mining the natuial value of any 
commodity, and, since there are a great numbei of degrees of , 
laboi skill, there must obviously be an equally laige numbei of 
multiples, or conveision factois, foi leducing skilled laboi to un-! 
skilled labor units Since commodities are produced in tremendous 
vaiiety in a capitalistic system and since each commodity is likely 
to require a combination of the various giades of laboi whicli 
diffeis from that needed to pioduce every other commodity, it 
seems deal that the process of valuing commodities is highly com- 
plex At this point, thercfoie, many students of Maix begin to 
wonder how he would pioceed to set up all these nuineious multi- 
ples or conversion factois iiecessaij for reducing all kinds of skilled 
labor to unskilled The answei is, of couise, that be does not have 
to do anything of the sort If he wcie telling us how prices or 
natural values would be determined in an ideal economic system, 
lie would have to show us rather definitely how to convert vaiious 
nades of skilled laboi into unskilled, and perhaps work out a 
ai^e number of the necessary multiples Actually, he is desCTi mg- 
,0 he says, how the capitalisuc system works in piactice, an « 
ittitude IS that the natural values of commodities, as worked out 
m the market, already allow for all grades of skilled labor use 

a Ibid, pp SZ 53 1 Ibid, p 51 
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in then production in terms of propel multiples of unskilled laboi 
Thus, he says 

Wlieneier, by an evclunge, we equate as tallies oui different products, 
by that very ati, we also equate, as human labom, the different kinds 
of labour cvpendcd upon them “ 

And again 

The different proportions m which diffcient sorts of labours are le 
duced to unskilled laliour as their standaid, arc established by a social 
process that goes on behind the backs of the producers, and, consequently, 
appear to be fixed by custom '' 

This notion that the differences between grades or skills of labor 
aie really quantitative in charactei and that skilled labor of any 
soi%ican be icadily converted into tinskilled labor suggests that 
iMaix regards her cditaiy diffeienc es m talents and abihu es as rela- 
tively uninipi^ant^ And this is precisely his attitude, as we shall 
see In spenkmg about the wages of diffeicnt giades of labor, MaiK 
holds that the wages of skilled laborers aie higher than those flt 
Unskilled laboreis only by an amount which icpresents the cost of 
training the skilled svoikers In otiici words, wages make no al- 
lowance for any natural diffeiences in ability between workers of 
various grades, and it is presumably possible to make any kind of 
skilled laboi out of unskilled labor by applying an appropiiate kind 
and amount of training While there aic scuous difficulties implicit 
in these conclusions whicli undeihe the contention that skilled 
labor IS meiely a multiple of sunskillcd laboi, Marx goes meirily on 
to hold that the natuial value of a commodity is dependent upon 
the socially necessary numbeis of standard time units of unskilled 
laboi used up in its pioduction 

policy t>j Relation to Other Commodities hf arx also applied 
^gene ral value analysis to commodities which arp usM as mnnny 
Whatever the money metal may be, ns natuial value depends upon 
le amount of socially necessary laboi -time leqiiired £oi its pro 
auction and embodied in it When commodities are exchanged loi 
le money metal, each unit of a commoditv commands in exchange 
w atevei amount of, for example, gold oi silver can be pioduced 
mi an amount of socially necessary laboi -time equal to that em- 
bodied m the commodity 

85 


9/6jrf,p 52 
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The value, or in other words, the quantity of human labour contained 
in a ton of iron, is expressed in imagination by such a quantity of the 
money-commodity as contains the same amount of labour as the iron^” 

Maix thought that the u se of money and m oney prices was highly 
significant under capitalism, foi the custom of expiessing values in 
tei ms of money pi ices sei ves to conceal the real stuff (labor) which 
determines values and to conveit it into an abstraction 

When they assume this money-shape, commodities strip off every trace 
of their natural use-value and of the particulai kind of labour to which 
they owe their creation, in older to transform themsehes into the 
uniform, socially recognized incarnation of homogeneous human labour “ 

The Stgiuficmice of Land and Capital Since we know that the 
pioduction of commodities lequiies the use of land and capital, 
as well as laboi, we need to see how Marx disposed of these non- 
human agents of pioduction in i caching his conclusion that the 
natural values of commodities are detei mined by their content of 
socially necessary laboi-time We can guess the treatment stfhich 
Marx accorded to capital from oui earlier discussion of past and 
piesent labor costs '^Capital obviously does play a part in the process 
of production but not as a sepaiate and distinct type of pioductive 
agent Capit al instiuments aie notliing more or less than the prod 
uct of past labor, they have value only because labor has been 
expended on them in the past, and they affect the values of the 
commodities which they help to pioduce only as so much labor 
In other words, the socially necessaiy labor-time expended on 
machines and other capital instiuments is pait of the socially neces- 
sary labor-time whicli determines the natuial value of the com- 
modities which the capital instiuments help to produce 

On the other hand, land and all soi ts of natural things, as such, 
play no part in determining the natuial values of commodities 
All sorts of natural dungs have no excliange value as long as they 
lemam in die purely natuial state They acquire exchange value 
only when human laboi is applied to them, and even then then 
value depends solely on the amount of socially necessary labor- 
time which IS applied to them Since natural things, untouclied by 
I human labor, have no exchange value themselves, they can play 
no part in determining the exchange values of final commodities, 

io/btrf,p 108 M/b;rf,p 123 
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even though they can be used in production Similaily, when the 
natural things have acquired value as the result of human labor 
having been applied to them, they can affect the values of final 
commodities only to the extent of this labor winch has come to be 
embodied m tlie formerly natural objects Whatevei else may be 
said of this treatment of land and othei natuial objects, it is at 
least consistent with the general Marxian notion that human labor 
IS the sole cause of the normal values of commodities, and consistent 
also with the Marxian treatment of tlie vaiying abilities of woikeis 
m connection with wages 

Criticism of the Maixtan Theory of Value 

The Neglect of Demand The Marxian theoiy ot value, as out- 
lined above, is open to a number of serious objections from the 
point of view of modern economic theoiy One of the most serious 
criticisms is found in the fact that M^ greatly minimited, itjie 
did not a ttualtv overlook, the part p laye d by d emand m de termm - 
>ng the exchange valu es of commod ities It is possible, of couise, to 
quote some passages from Marx which indicate that he was not 
enurcly unaware of the influence of demand on exchange-value, 
but these passages arc few and far between He suggests the im- 
portance of demand, for example, when he says that the mere 
spending of laboi-time on a commodity is not enough to give it 
exchange value, since it must also hav^ use-value for someone 
before it can have exchange-value Another indication of the sig- 
nificance of demand is found in the passage in which Marx states 


Lastly, suppose that every piece of linen in the market contains no 
more labour ume than is socially necessary In spite of this, all these 
pieces taken as a whole, may have had superfluous labour tune spent upon 
them If the market cannot stomach the whole quantity at the normal 
pnee, this proves that too great a portion of the total labour of the 
community has been expended in the form of weaving The effect is tlie 
same as if each individual weaver had expended more labour-time upon 
his particular product than is socially necessary 

This IS the same thing as saying that producers may fail to get a 
price which will cover cost (labor-time) either because they have 
produced inefficiently (using too much labor-time) or because, 

“I6id,p 120 
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though producing efficiently enough, they ha\e failed to gauge the 
effective demand foi then particular pioduct And Marx also sug 
gests, in effect, that the lesult of a situation m whidi some com- 
modities sell foi less than labor cost will tend to be a redistiibution 
of labor (and othei pioductive lesources) among industries so that 
tlie outputs of all soils of commodities will be bettei adjusted than 
before to the lelative stiength of consuinei demands 
. On tlie whole, howeiei, Maiv pays little attention to demand 
I There is certainly no lecognition of the impoitance of demand in 
the passage in which Mai\ says 

Commodities, theiefoie, in which equal quaniiues of labour aie em 
bodied, or which can be produced in the same time, hate the same lalue 
The value of one commodity is to the value of any other as the labour- 
time necessary for the pi eduction of the one is to that necessary for the 
production of the other As lalues, all commodities are only definite 
masses of congealed labour-time 

Marx’s general neglect of demand teas uiifoitiinate for several 
leasons In the fiist place even if one thinks that supplj iactois arc 
1 more important on the whole than demand factors m determining 
the long-run oi noimal values of commodities, and desires to state 
the basic theory of value in terms of cost, it is unwise to disreg ard 
\ t he influence .of deman d, because changes in demand may leadil} 
pioduce changes in cost If, for example, the demand foi American 
wheat should inciease by 50 pei cent in a wai peiiod and the 
industry made an attempt to adjust its productive capacity to the 
changed demand, the better giades of wheat land would have 
to be cultivated more intensively than formerly oi pooler grades 
of land would have to be fai ought undci cultivation, or both The 
additional laboi and capital used in this piocess, whethei it was 
applied at the intensive maigin on the better lands oi on poorei 
giades of land than those already in use, would have a Jowei pro- 
ductivity, under given methods of production, tlian that of the 
units of laboi and capital foimeily in use The result of the small 
marginal pioduct of the additional labor and capital ivould be to 
lower the aveiage product pci unit of labor and capital oier the 
whole industr)', and to mciease the aveiage cost pei bushel oi 
nheat whethei expicssed in money oi in terms of laboi In conveisc 
fashion, a decicasc m the total demand foi Ameucan wheat nouW 

13 Ibid , p 46 
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cause a reduction m the aveiage cost pel bushel of wheat in terms 
of money or labor Some of the poorer land would be withdrawn 
flora cultivation and the less intensive cultivation of the bettei 
Kiades of land would involve less seveie penalties than formerly 
from die opeiation of the Law of Diminishing Retuins. so that 
aveiage product pci unit of labor and capital would increase In 
industries of othei types, on the othci hand, an increase in industrial 
capacity in response to an increase in demand might well result in 
a reduced cost per unit of output, either in terms of money or labor 
Again, in neglecting the influence of demand in value determina- 
tion, Marx lost the best oppoitunity of his caieei foi apply mg jns 
famous dialectic Thesis, antithesis, and synthesis are found in 
n^peTfcSrorm in the field of value determination Thesis is 
found in the demand for goods based on great, growing, and in- 
definitely expansible human wants This thesis finds its negation 
01 antithesis in supply, the scaicity of finished economic goods and 
of the means for pioducing them, and the obstacles which must 
be overcome in order to get them pioduced As a result of conflict 
01 struggle between these forces of demand and supply, certain 
prices or values are set on individual economic goods, and these 
prices or values represent a balance or synthesis of these opposing 
forces All this, of course, Marx could not see or would not admit 
Finally, the neglect of demand gave Maix a badly lopsided 
explanation of value It is simply not tiue that the normal values 
of economic goods are determined by cost of production alone, 
whether one means money cost or laboi cost Normal values in 
exchange are determined by two loices— cost of production, whidi 
influences supply, and utility, which influences demand To attrib- 
ute the determination of noimal values to either factor alone is like 


giving the upper or lower blade of scissors all the credit for cutting 
But, It may be objected, how much docs Marx’s explanation differ 
from that advanced by economists today? Do not economists still 
say that the prices of economic goods in the long run arc deter- 
mined by cost of production, and cannot cost of pioduction still be 
lesolved into labor cost, since land lent is not considered a cost of 
production and since capital goods arc nothing more than the 
product of land and laboi in the past’ 

In reality, Maix’s theory of long run oi noimal value ditfeis quite 
a little from that which is advanced by economists today The 
basic proposition today holds that the price or value of an economic 
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good, in the long lun and under competitive conditions, is 
t ermined b y both s u pply a n d demand in such a way that it tends 
to equal average cost of production per unit But saying that wo 
things tend to be of equal magnitude is quite different from saying 
that the one determines the other Under competive conditions 
and with enterprisers economically motivated, the operation of 
demand and supply forces simply cannot maintain prices whicli are 
permanently above or below cost of production It is tiue enough 
that, other things equal, the exchange value of a commodity will 
nse and fall with increases or decreases in labor cost or odier costs 
per unit of product in the long lun But it is equally true that, 
other things equal, the exchange value of the commodity will in- 
crease and decrease with rises and falls in the desirability of the 
article to the consumers E xchange value is a functjO|i_QL-tS° 
variables, not one Passing now to the last question raised above, 
c o7t o f pi oduction is tod ay di stinctly more than labo rjost Capital 
goods are admittedly the product of labor, land, and previousl) 
existing capital goods, but their cost should not be viewed simply 
in terms of the cost of these factors So long as individuals would 
lather devote their money incomes to immediate consumption 
than to capital purposes and so long as a payment has to be made 
to induce people to invest their funds in capital uses, capital 
goods cannot be regarded simply as congealed labor witli nothing 
more than a labor cost And the elimination of payments for tlie 
use of land from the category of costs of pioduction is by no means 
as common among economists today as it was formerly 
Finally, it may be asked whether Marx’s theory of value de- 
termination was any wwse dian tliat of other economists of his day 
with respect to the treatment of demand On this point we must 
concede Marx a rather clean record Many people have perfoimed 
the easy but necessary task of traang Maix’s value doctrine ac 
to those of the earlier classical economists, who also held (upon 
occasion, if not exclusively) that the values of commodities de 
pended upon the labor costs of pioducing them Admnjmith, foi 

example, wrote 


Labor is the real measure of the exchangeable lalue of “mmoditics 
It was not by gold or by silver, but by labor, that all the n 
f u , Ind was originally purchased, and its value, to those who posseM 
of It for some new productions, is prccisel) 

ini m^^eTuanmy ona^ which U can enabl them to purchase or 



mn MARMAN rHJORUS ()! VAlUr VMl niSIRIUDllON 7')3 

comnnnd libor k tlit only Miiixcml, a< iitll the onl) accurate 
cictsurc or \aluc, or the otil) sumiud Uj mIiicIi rsc c\n compnic the 
\alucs of different connnodiiits nt all tune? md at ill pliccs>‘ 

And igatn 

llic proportion Ijctuccii tin, <|uin(itics of lilior riuc^ir) for icc|iiirjng 
dilltitm objects stuns lo bt the only ciruunstincc nhicli cm ifford an\ 
riilt for c\ch.inging tbcm for one another t' 

In simil.li f.ishion inotlxu early cla!>sit,il ctonomtst. David 
Ricardo, isrotc 

The value of i coniiiiodity, or the quanta) of an\ oilier commodity foi 
iiliich a lull cvclnnge, depends on the ichtiit qii.aiUty of labor iihich 
IS iiictinr) for as production ind not on the greiier or less compcnsa 
tion iiliich IS paid foi tha labor » 

\nd again 

Possessing unlit) cnmmoditits dense their uch.iiigtiblc saluc from 
tiso sources from thtii starcii), and from iht qn.iniii) of hbor required 
to obtain them 

Clearly, M,ir\ could find some 1 > isis foi his thcors' ol value in the 
niJtings of these economists On the othei h.ind, To hn vStuait M ill’s 
Piinctjfles of Poltftral hconorny, with its somewh.it mo re satisfactoi y 
nc.tt ment of value dctei min.ition. .ippc.ii ul in 18 IR, scseial ye-tis 
before tlit publication of tlic first volume of Maiv’s CaJutalj and 
htlorc M.iiv’s dc.ttli the development of the m arginal u ti lity an d 
dtmanijiaalyas was vciy well tindci w.iy, but neither of these 
analyses stems to liavc had any effect on Maix's doctiine 
However, Mar\ undoubtedly had to depend lo some eMent on 
die economists who preceded him and it may be asked why we 
bear down so heavily on Maix for neglecting the demand analysis 
when none of the othei economists of the late 1700 's and eaily 

, Smitb, The Waillli of Nations London Thomis Nelson ind Sons, 

1870.Bool.I,ClnpKro 

'®A C Whit iter, History and Criticism of the laboi Theory of Value Ncis 
'Oil. Columlin Umversil) Studies, 1901, XIX, p 20 

Stcii^n'l** h’Wardo, Pnncifilcs of Pohiieat economy nnd Tovstion, Chapter I, 
wfOid 
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1800’s had done any better The answer to this question is fairly 
obvious The writings of the early classical economists are of puiely 
historical inteiest today No one uiges us to accept them now as 
adequate and accurate analyses of the workings of our modern 
economic system On the other hand, the doctrines of Mar\ aie 
still more or less alive Even today, quite a few people accept them 
and urge them upon the rest of us as an accurate analysis of what 
goes on undei capitalism and as a keener and more penetrating 
discussion of economic affairs than has been turned out by any 
other economist before or since Maix’s time In the light of this 
situation, Marx’s theoiy of value should be judged by the stand- 
ards of modem economic theory, rather than by those of the theoiy 
of his day, and tlie fairly obvious shoitcomings of his doctrines 


need to be strongly emphasized 

The Neglect of Scarctty Even as a supply theory of value, ^ix’s 
th eory leaves much to be desired In the fiist place, his desire to 
trace all value to laboi led to an unsatisfactory tieatment of the 
problem of scarcity "Ve have seen that, according to Marx, land 
and natural objects in general have no value so long as they remain 
in the natuial state untouched by human laboi, and even altei 
labor has been expended on them, they nevei have a value which 
exceeds tliat of tlie labor applied to them These conclusions seem 
quite unacceptable today It seems to us that a piece of Ian 
in the middle of a city may have a large value even though it is 
in the natural state and no labor has been applied to it, and that 
land which has been developed by labor frequently has a value 
which IS far too great to be accounted for simply by the expendi- 
ture of labor on it It is also obvious that a diamond in the lough 
which we stumble over and acquire with no moie laboi than that 
lequited to stoop over and pick it up may be just as valuable as a 
diamond %vhicli is brought up from the bowls of the earth with a 
tiemendous expenditure of human labor Finally, getting out o 
the region of natural things, it seems cleai that raie painmigs anc 
books, bottles of raie wine or biandy. rare stamps and coins, and 
1 host of othei things have values winch cannot be accounted toi 
in terms of labor cost As far as we can discover, no "> 0 ^^ labo, 
was required to produce an old stamp whicli is now worth 5101 H 1 
than to pioduce another stamp in the same year or the next yea. 
which even today is worth no more than its face value No mo c 
labor was piobably expended on a bottle of wine whicIi is now la.e 
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and costly than on one o£ a less cclcbiatcd vintage winch is worth 
much less on the maikct No more laboi was necessaiily required 
to produce a painting which later turned out to be a mastci piece 
n 01 til hundreds of thousands of dollais than to produce another 
painting destined to remain unhonored and unsung through the 
years 

M ars, had gieat difficulty in dealing witli these case s He had, 
to be sure, something ot an e scape leady to hand in the case of 
the soil and other natural things He could say that our piece of 
la nd in the natur al state in the center of the cit v would not have 
Its present value if much laboi had not been spent on neighboring 
pieces of land or if people did not foresee a considerable profit in 
applying labor to our particular piece of land These observations 
seem reasonable though they repiesent a broadening of Marv’s 
oiiginal position, but even these things do not help much m 
accounting for the gieat value of land which has been worked on 
by human labor Again, Marv could say that the value of the 
dianjond wh ich we accidentally disco ver is not determined by tlie 
small labor cost of appiopnating it but by the aveiage cost of 
pioduang diamonds of the same size and quality, most of which 
have to be pioduced with a great expenditure of effort or labor 
It IS much more difficult to account for the value of r ye books. 
paintings, st amps , coins, and other articles which we have men- 
tioned, in strictly Marxian tarns It is sometimes suggested that, 
since value is supposed to depend upon tire average amount of 
labor-time required to produce a particular good, the value of a 
lare painting should not be accounted foi solely in terms of the 
amount of labor-time spent on it Rather we should considei the 
gieat labors of all those individuals who tned to produce master- 
pieces but failed The average labor-ume required to paint a 
masterpiece would then he far greatei than tlie time actually spent 
on one Another suggestion is that we must count all the labor- 
time used up m storing, caring for, and protecting the rare books, 
paintings, and other articles, as well as that involved in their 
original production Finally, since Marx emphasized reproduction 
cost, some people say that the great values of these rare objects 
« attributable to the fact that tremendous amounts of labor might 
e required to turn out neiv objects suitable to take their place 
c might keep large numbers ot people woiking for long periods 
0 time without pioducing a single masterpiece of art or literature 
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or a single raie stamp or com N one of these intei pretations jeem 
en tirely satisfactoiy, however 

Actually, it is lather easy to escape fiom the Mar\ian difficulties 
in this matter If we do not wish to go into matters of utility and 
demand, we need only say that, from the point of view of supply, 
ai tides have exchangevalue because they aie scarce Some articles 


are scarce because, while they are repioducible, a consideiable 
expenditure of laboi (and otlier productive factors) is necessaiy in 
Older to produce them On the othei hand, other artides are 
scaice because they aie not leproducible at will In the latter class 
would fall land, diamonds, and all such things as raie paintings, 
books, stamps, coins, and many other items Marx, of course, was 
unwilling to make this explanation because it attributes the value 
of some things to a non-labor souice Howevei, his position is in- 
defensible even in the light of the economics of his day, since 
Ricardo had cleaily stated that only die value of repioduable 
goods was based on laboi costs, while diat of nonreproducible 
goods was based on their scarcity, it being granted that both types 
of articles had use-value oi utility 

In order to maintain his labor-cost doctrine, Marx got himself 
into many peculiar positions with respect to natural lesour ces and 
various rar e obfe cts On several occasions, he de nied, that aljjhese 
thines are commodities, even though they aie bought and sold on 
the maiket and have quite normal exchange lelationships with 
“true" commodities '^He also suggested that some of these_th!ngs 
have prices but do not have value s since they aie not the results 
oT the expenditure of labor-time He said, foi example 

The waterfall, like the earth in general, and like any natural force, 
has no value, because it does not represent any materialized labor, ana 
therefore it really has no price, which is normally but the expiession ot 
value in money Where there is no value, it is obiious that it cannot 
be expressed in money The price is merely capitalized rent’® 

On anothei occasion, he said 

Obiects that aie in themselves no commodities, such as conscience, 
honor. e?: aS capable of being offered for sale by their holder, and of 
thus acquirins through their price, the form of commodities Henc 

maginary, like certain quantities in mathematics i® 

38 Karl Marx, Capital, Volume III, p 759 

laKiil Marx, Capital. Volume I. p II5 


mi: MARXIAN THEORIES OE VALUE AND DISTRIBUTION 757 

■f 

‘Vll sucli unsatisfactoiy dodges are the simple result of Marx’s 
unwillingness oi inability to undeistand that othci factors besides 
labor-time may uiliuencc the exdiange values of economic goods 
The Tieatment of Capital Costs^ We have already seen that 
Marx did not oveilook the pait which actual capital instiuments 
play m production though he thought they influenced the values 
of final commodities only as so imicli laboi In othei words, capita' 
instruments aie merely past laboi congealed or solidified so that 
It can be used in the piesent Now if we always consider capita 
goods as already existing and disrcgaid their fundamental sourci 
01 origin, tins approacli may not be so bad 'll we think peoph 
aie just as willing to put then money incomes into capital good' 
as into consume! s’ goods, we can interpiet capital goods sold) 
in terms of the laboi or other costs of pioducing them However 
in actual practice, most people prcfei to spend their money in 
comes for immediate consumption, regard saving and tlie postpone 
ment of consumption as a process which involves cost or saciificc 
and will save and imest a portion of their money income only i) 
they can obtain a rcwaid oi premium known as inteiest for sc 
doing Under such conditions, it would seem that i nterest should be 
legarded as a cost of turning out goods whose production require 
tlie use of capital insti uments and as a factor influencing the value 
of such final goods 

Marx knew, of couise, that interest was paid for the use ol 
capital funds in the capitalistic system of his day, but his argumeni 
seems to be that interest should not be paid and should not be t 
cost of production He said that the capitalist-employers oi hour 
gcoisie obtained their oiigi nal capital bv foice^nd pyp roprintj^n 
and that their modeiiLSayings are lust as ba d Since the workers 
as we shall see, tend to get only a subsistence wage, they can do nc 
saving, and the capitalist-employers do then saving out of the 
surplus value or uneained income which they steal, in eftect, fron 
die workers The capitalist-employers should get no credit anc 
should receive no mteiest foi savings which come out of mone) 
incomes whidi lesulted in the first place from the exploitation oi 
die workers M arx poked fun at. the "abstinence." of t he capiialm - 
cmployers and said that, if they found it too burdensome to save a 
pan of what they weie stealing fiom tlie woikers, they should be 

ept from stealing in tlie first place As he said 
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The simple dictates of humanity therefore plainly enjoin the release 
of the capitalist from this martyidom and temptation, in the same tiay 
that tlie Georgian slave-owner tvas lately delivered, by the abolition of 
slavery, fiom the painful dilemma, whethei to squander the surplus 
product lashed out of his niggers, entirely in champagne, or whether 
to reconvert a pait of it, into more niggers and more land 

A brief considci ation reveals that, in this raateiial, Marx has 
changed the subject and has given up foi the moment his chosen 
task of desaibing the capitalistic system as it is He is arguing nou’ 
about the ethics of interest-receiving and is concluding that inteiest 
should not be paid for capital funds Noiv the ethical arguments 
conceining the payment and leceipt of interest aie interesting and 
possibly impoitant, but they aie quite beside the point with whicli 
Maix is supposed to be dealing If interest actually is paid foi 
capital funds in a capitalistic system and has to be paid in that 
system, then any pui ported description of a capitalistic system 
svhich says that inteiest is not a cost of production is inaccurate and 
invalid, whether or not it is tiue, on ethical giounds, that interest 
should not be paid 

Laboi Which Produces No Value While Marx insisted thiough 
thick and thin that the expendituie of laboi -time was the sole 
cause of the natuial values of commodities, he also held, inter- 
estingly enough, that some people expend a laige amount of so- 
cially necessary labor-time without succeeding in ci eating eithei 
products or values Such people are employers and wo rkers in the 
field of exch gnge and mer chandis ing Said Marx 

The merchant performs a necessary function, because the process of 
reproduction itself includes an unproductive function He works as well 
as any other man, but intrinsically his labor creates neither products nor 
values 

Meichant’s capital is simply capital performing its functions m the 
spheie of circulation But no value is produced in the process of 

circulation and, therefore, no surplus value ^ 

The conversion of commodities (products) into money, and of monev 
into commodifes (means of production) is a necessary function of indiis 
trial capital, and therefore, a necessarj operation for the capitalist 
But these functions do not create any value, nor do they produce an) 
surplus s'alue 2® 

20 Ibid , p 655 Mars, Capital, Volume II, p 119 

2!! Karl Mar\, Capital, Volume III, p 329 -^lbicl,p 311 
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The same thing is tine ot wovkeis employed by capitalists in tins 
field They perfoi m socially necessaiy laboi and receive "wages, but 
aeate no pioducts and no values Appaicntly Marx follotved tliei 
lead of the earl") classical economists on tins point and consideied 
labor productive onl) when it ‘'aeated” some tangible physical 
pioduct 

What Kvtd of T^nhic TFns Mmv Explaining'^ Marx himsell was 
conscious of some of the inadequacies of Ins theoiy of value as an 
analysis of what really goes on undei capitalism In fact,*^n the 
third volume of Capital, he finally admitted that commodities do 
not always sell for pi ices which correspond to the amount of labor- 
time embodied in them This result he attributed to the d ifferent 
“oiga mc composition of capita ls** from one enterprise or industry 
to another TThat is, all commodities would sell at values dnectl^ 
dependent upon the amount of laboi-timc embodied in tlicm only 
under greatly simplified conditions of pioduction in which there 
would be in all on tei puses and industries an equal mingling ot 
labor power, matciials, and instiuments of pioduction 
However, the gaps and inconsistencies in Marx's basic tbeoiy of 
' value arc so great and obvious that many interpieteis have felt 
the need to come to his assistance In many cases, this assistance 
takes the form of contending that M arx was not trying to cv nlaiii 
exch ange-value in the ord i nal y sense at all K Mai-x. had been try- 
ing to explain ordinary exchange-value, he would have done a 
better job than he did Thus, Cote says that when Marx seems to 
be talking about exchange-value he is really dealing with a kind 
"ob]( ^tive use value ” Objective use-value has nothing to do 
luth use^lue in tlie oidinaiy sense of utility It is “w hat man add s 
by h is efforts to w hat is confeired up on him b y natu re, so it is 
axiomauc that only human laboi in some form can add value tO| 
the resources whidi aie at man’s disposal by sheei gift of nature ’’ 
Many things othei than labor can add to exchange-value or create 
It, but only labor, by definition, can create objective use-value 
This mterpietation of Maix is n ot implausi ble, and, if it is valid. 
It obviously helps to clear up some of the inconsistencies in the 
Maixian theory of value'^It value is what laboi adds by its eifoits 
to various natural objects, there is no question that labor is the 
only source of value Land and othei natural objects, before they 

^ Cole, 11 /ifli AIni\ lieatly Meant, p 211 Reprinted In pcrmi'sion 
Of Alfred IV Knopt. Inc , New Yorl, 
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have been worked upon by labor, cannot possibly have any of this 
objective use-value, and can at any time have only the objective 
use-value confeired upon them by labor “^Rare books, paintings, 
coins, stamps, and wines may have gieat exchange-value but tlieir 
objective use-value can never exceed that conferred upon them 
originally by human laboi Inteiest may affect tlie monc} cost and 
exchange-value of commodities, but it can nevei affect their ob 
lective use-value since that is confeiied by human labor alone, and 
so on 

However, while this inteipietation helps out in some Respects, 
It weakens or injures Marx’s position in other lespects If Marx 
was dealing with tins queer kind of value known .is objective use 
value in his theory of value, tlien it cannot be claimed that he 
succeeded in his attempt to desciibc and explain economic life 
under capitalism Surely no desaiption and analysis of economic 
affairs in a capitalistic system can be considered complete oi ac- 
curate unless It comes to grips with exchange-values and their de- 
termination Again, the intei pretation of Marx’s value as objective 
use-value weakens his famous expl oitatio n thesis The surplus value 
which the employers extort from then woikeis means, if it me<ins 
anything at all, the difference between the income from the prices 
or values which the employers receive foi then workers’ products 
and the amount of income which the eraployeis find it necessarj 
to pay out in wages '“i^nd the puces which the employers receive 
fiom the sale of their workeis’ pioducts aie excliange-values not 
)b)ective use-values Suiplus value, as a difference between the 
aoikeis’ actual wages and the mythical objective use-value of the 
ivoikeis’ pioducts, would be a rather meaningless concept Thus, 
this intei pretation of value pioposed by Cole neatly transfers Maix 
from the fi ying pan to the fire 


Exposition of the Maixtan Theory of Distiibution 

Distributive Shares Ideally, the distribution of income should 
be veiy simple accoiding to Marx If iaboi actually cieates all 
exchange value (as it does in the usual interpretation of Marx’s 
theory of value), then all the income derived from the sale of the 
woikers’ products should revert to the woikers In actual practice, 
the workeis leceive only a part of the income derived from the sale 
of their pioducts and the remaindei goes to the capitahst-employeis 
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as surplus value Aftci tUc smplus value is leceived, the capitalist- 
employers have gieat fun, according to Mai\, in labeling various 
segments of it as ^t, i nteies t. and piofits, but fundamentally these 
types of income aie .til sui plus va lue Since surplus value is meiely 
that shaie of the total income fiom the sale of goods which is not 
paid out in ivages, the only t.Tsk of tlie theoiy of income distribution 
IS to e\plain~tHe deteimination of wages All the lest is suiplus 
\alue 

toboi and Laboi-Poioct In explaining wage determination, Maix 
found himself immediately in a dilemma Marx ciiticized othei 
writeis for "that nice and faulty circle, which makes the value of 
commodities arise out of the sum of the values of wages, piofit, rent 
and the value of wages, piofit, and lent, in tlien turn, is to be de- 
tei mined by the v'alue of commodities, etc ” ='• In tlie light of this 
attitude, he could hardly say that wages were paid for labor and 
depended on die value of the workers’ products, since he had 
ahcady said that the saluc of the workers’ products depended upon 
labor, or the amount of labor-time embodied in tliem Marx avoided 
any difficulty of this kind by contending that l abor , while it is the 
cause of the value of commodities, is not itself a commodity and has 
no vtilue Wages ar e not paid tor la bor but foi the use of the 
woikers' la boi -pow er — — 

As Marx put it 

Human labour-power in motion, or human labour, creates \alue, but 
IS not Itself value It becomes value only m its congealed state, when 
embodied in the form of some object 

And further 

What the working mm sells is not directly his labor, but his laboring 
power, the tenipor.in disposal of which he makes oier to the capitalist 

And still further 


comes diiectly face to face with the possessor of money 
s^i IS in fact not labour, but the labourer What the latter 

air» ^J**’’**’ P“wer As soon as his labour actually begins, ii has 

iiim”* 7 teased to belong to him, it can therefoi e no longer be sold by 
lias itcjf substance, and the immanent measure of value, but 

is iKif expression, “value of laliour.* the idea of value 

on y completely obliterated, but actually reaersed It is an expres 
Volume III. p 965 

- Karl Mara, cn/nto/. Volume 1 p 69 

Kart MiT\, Value, P,ice and Piofit, p 72 
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Sion as imaginary as the value of the eauh What economists there 
fore call value of labour, is in fact the value of labour posver, as it cvists 
m the personality of the labouier, which is as different from its fiinc 
tion, labour, as a machine is from the work it pei forms The value 
of labour is only an irrational expression for the value of labour power 

Wage Determination The natuic of laboi -power is lelativeiv 
simple As Marx said 

By l abour-pow er or ca pacity for la bour is to be understood the aggre 
gate of those m ental and physical ca pa biliti es existing m a human being 
which he exerases whenever he produces a use-value of any description 

Labor-powci is bought and sold as a commodity and the prob- 
lem IS meiely to determine its value oi wage Like other commodi- 
ties, labor-powei has a maiket- value, determined by demand and 
supply, which fluctuates around its na tural oi real value Marx, as 
usual, IS interested primarily m natuial or leal value He is also 
concerned only with the value of laboi -powei undei moderft condi- 
tions of production m which the worker is sole owner of his laboi- 
power and is entnely free to sell it to the capitalist-employer, and in 
whidi the worker, being unable to pioduce and sell for himself 
commodities in which his labor-powei is embodied, can exist only 
by offering his laboi-power foi sale as a commodity 

Under these conditions, tlie theory of wages or of the value of 
labor-power is merely an extension oi coiollaiy of the tlieoiy of 
value Itself Since labor-power is a commodity, its value oi wage 
is detei mined, like that of any other commodity, by tlie quantity 
of laboi -time required to produce it The value of laboi -powei 
depends not on what labor-power produces but on what pioduces 
it '^he wage is not a function of the laboi -time wliicli tlie workei 
spends in production but of the laboi-lime which is necessary to 
make the workers' laboi-powei available in production And how 
much laboi -time is required to produce the worker's laboi -powei? 
Well, the worker’s labor-powei will not be "produced” (that is, 
available for use in production) unless the worker is able to obtain 
at least minimum amounts of food, clothing, shelter, and othei 
piimary necessities of life Moreover, from the long-term point ol 
view, labor-power will not be available for the employer unless 
the workers are able to support families of necessary size for the 
maintenance of the labor supply from generation to generation 

28 Karl Marx, Capital, Volume I, pp 588 590 

23 7&id,p 186 
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In the end, then, the amount of laboi-timc nccessaiy to pioduce 
labor-powci is the amount of laboi-timc icquncd to ]>ioduce the 
commodities and scniccs nccessaiy to the subsistence of the 
iiorkeis and then famihts, and natuial wages, since they depend 
on the laboi-time necessary to pioduce the laboi-powei, aic sub- 
sistcnce wjiges It is a populai short-ait to say that, in the Mai Man 
analysis, wages are determined by subsistence, but this is not 
stiictly accurate Wages arc determined by the amount of hiboi- 
time reqiiiied to produce the woiker’s laboi-powci, and only work 
out incidentally to subsistence If moic than subsistence were re- 
quired to make the worker's labor-powei available in pioduction, 

11 ages iTOuld amount to more than subsistence 

Thus, accoiding to Maiv, wages were determined entirely in thci 
long run by the cost of production of laboi-powcr in terms ofi 
labor-time The sticngth of the demand foi labor made no diffei- 
ence to wages Wliethei the workcis themselves produced much or 
little, whether then products had great or small exchange value, 
wages irere unaffected so long as the amount ot labor-time ncces- 
saty to produce the hiboi-poivcr did not change Thus, said Mars. 

The value ot hboui pou er is determined, as in tlie case of every 
other commodity, b) the laliournmc necessary for the production, and 
consequently also the reproduction of this special aiticlc In other 
iiords, the value of laboui powci is the value of the means of subsistence 
necessary for the mnintenance of the labourer"’® 

And again 


As with all other commodities, so with labor its marhet pi ice will, 
in the long run, adapt itself to its value, that, therefore, despite all the 
ups and downs, and do what he may, tlie workingman will, on the aver- 
age, only receive the value of his labor, which resolves into the value 
of his laboring power, which is determined by the value ot the neccs 
sanes required for its maintenance and reproduction, which value of 
necessaries finally is regulated by die quantum of labor wanted to pro- 
duce them"’! 


In these and many other passages, Marx tiaces wages to the amount 
of labor-time required to produce labor-power and thence to the 
labor-time necessary to produce the subsistence of the workers 
differences in Wages Among Grades of Workeis Since workers 
of all sorts would presumably need about the same quantities of 


“®-f6td,pp 189,190 

Karl Marx, Value Price, and Profit, pp 115 116 
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commodities and services m older to subsist and lepioduce dieir 
kind, and since, therefoie, tlie amount of labor-time required to 
produce labor-power would be about the same foi all workeis, it 
would seem tliat the Marxian theory would piovide a sort of dead 
level of wages foi all workers However, it is obvious that diffei- 
ences in wages abound in the actual capitalistic system and that 
these differences in wages are often paiticiilarly sharp as between 
diffeient grades or groups of laboi Marx was able to explain these 
diffeiences in wages to his own satisfaction and in a mannei con 
sistent with his other tlieoues Since there is only one source ol 
value. It follows that, if some types of labor-power aie woith more 
than others, it must be because mor^ laboi -time is expended in 
producing diese types of labor-power Only the amount of laboi 
time required to produce ordinary subsistence is necessary to make 
unskilled labor-powei available for the market Skilled labor-powei, 
on the other hand, requires the expendituie of laboi -tune on 
ordinal y subsistence and the expenditure oi additional laboKmie 
on the trainin g of the labor-power Hence, the wages of skilled 
workers are highei than those of unskilled woikeis only by an 
amount which repiesents the extra laboi -time icquired to tram 
the skilled workeis Since various types of skilled woikers lequiic 
different amounts of training, Marx could account for laige num 
bers of diffeiences in wages in this way 

Thus, Marx said 

^11 labour of a higher or more complicated chaiacter than average 
labour is expenditure of labour power of a more costly kind, labour-power 
whose production has cost more tune and laboui, and winch therefore 
has a higher value, than unskilled or simple labour-power •- 

This explanation of differences in wages cleaily makes no allow- 
ance for any differences in wages based on differences in the natuial 
abilities or talents of the various workeis It implies tliat basically 
all labor is really of a single grade, and that woikeis differ ftom 
each other m the end only because some woikeis leceive training 
and others do not It implies also that we can readily make laboi of 
any required degree of skill out of common or unskilled laboi 
simply by providing extensive naming If we have an unskilled 
woiker and need a doctoi or scientist, all we need to do is give our 
law material enough naming All this is consistent, of course, with 


1-Kirl Mux Cnjiilal Volume 1, p 220 
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M.u\’s general theoiy of ^alue Marx had held that land and other 
objects in a pin cl) natural state ronld have no value, since labw- 
time (the source ol all value) had not been expended on tliom if 
this IS true, tlien the talents and abilities of people, in so far as they 
too are purely natural in (iiaiaetci can have no value (and can 
command no wage dilfertntials) so long as laboi-tnne has not been 
expended on tliem Moreover, just as land and other natural objects, 
once labor-time had been expended in developing them, could have 
value only in piopoition to the amount of labor-time embodied m 
them, so too the natural talents and abilities of people, having been 
developed by the expenditure of laboi-timc in their training, could 
obtain extra wages only in piopoition to the labor-time devoted to 
their naming It would have been hopelessly inconsistent for Marx 
to have attributed diffci cnees in wages to the fact that some workers 
had natuial talents and abilities which other woikers lacked, aftci 
having denied value to land and otliei purely natural objects 


Criitcism of the Maixtan Theoiy of Distribution 

The Dtstribuiive Shares The Maixian theoiy of distribution, on 
the whole, is m ost unsatisfa ctory The division of total income intc 
only two shares, the one (wages) fu nctiona l as a payment for the 
«i or-power of workers and the other (sui plus value) no nfunctiona l 
and resulting from the exploitation of the workers, is use ful fo i 
nrx ^revolutionary puip_oses, but nothing more can be said in 
avor of It The lumping together of tliree tyjies of income (rent, 
interest, and profit) into surplus value, while iidiculing the thought 
lat any genuine dilTeiences can exist between them, is consistent 
It 1 the rest of the Marxian theoretical analysis, but fiom the point 
tJ economic theory it is one degree more confused 

tan the classical economists’ pracucc of combining interest and 
1 lolits into a catch all type of income wliidi included all income 
nch was not wages and lent The notion that rent, inteiest, and 
des deiived from the exploitation of the workers may be , 

, ^ ^ purpose of rabble-rousing, but it shows very little 

emandmg of the functioning of the productive agents 
IS Demand In geneial. the Maixian theoiy of wages 

Uon w objertions which weie noted m connec- 

]abor« theory of value The dieory that the wages paid foi 
-power are deteimined solely by the amount of laboi-time 



76G 


COAJPARATIVL ECONOMIC SYSTEMS 


iiecessaiy to pioducc, maintain, and tiaiti the laboi -power shows the 
usual lathei complete Marxian neglect of the demand factm It 
hardly seems possible that anyone could have undertaken to explain 
wages without paying any attention to the demand for labor of 
vaiious kinds, the quantities of pioducts which the woikeis can turn 
out, and the exchange-values which these pioducts hate on the 
niaiket Accoiding to the Maixian theoiy, two tvoikeis who re- 
quned the same quantities and kind ot commodities and sei vices to 
maintain themselves and their families would appaiently lecene 
the same wages, even if one ivorkci could tuin out twice as mudi 
pioduct pel day oi per week as tlie othei woikei Again, two ivoik- 
eis who had the same subsistence needs for themselves and then 
families would piesumably leceive tlie same ivages even though the 
pioduct of the one worker was actively demanded on the maiket 
and had gieat exchange-value while the pioduct of the othei workei 
was not mucli in demand and had little exchange-vdlue 
Of course, Marx could aigue tliat the lattei situation would take 
Icaie of Itself in the long run That is, capitalists hue w'orkeis not 
meiely to cieate some exchange-! alue but to create as much tx- 
change-value as possible If, thciefore, w’oikeis of the same grade 
and receiving the same wages aeatc pioducts. of much gieatei 
exchange-value in one industiy than in anothei, employeis will 
'presumably shift from the latter industry to the foimer in the long 
lun, and this tiansfer would continue until tlie w'orkers m both 
industiies were creating equivalent amounts of exchange-value 
This, how'evei, would not solve tlie problem ol the wages of woik- 
ers ol the same giade in the same industry w'ho, because of diffei- 
ences in peisonal industiiousncss oi othei qualities, turned out 
widely vaiying quantities of pioduct Such workeis, on the basis of 
a simple supply theoiy of wages, would appaiently get the same 
wages based upon the amount of laboi-time necessary to create the 
laboi-pow'ci, unless they had vaiying needs foi subsistence 

Again, Marx had said m connection wuth the theory of value 
\hat li an article pioduccd by laboi is useless, so is tlie labor which 
pioduced It Such laboi does not count as labor and therefoie 
cieates no value However, accoiding to the theoiy of wages, if any- 
one is foolish enough to employ labor w'hich cieates commodities 
that are not in demand and have no exchange-value, the laboi - 
powei of these workeis can appaiently command wages as gieat as 
those lereived by other w'orkers with the same subsistence needs. 
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Since wages aic not i elated to the value ol the woikers products 
All these things nulicdte that it is just as difficult to account loi 
wages solely in teims ot the laboi-timc spent in pioducing the laboi- 
possei as it is to account foi the \alut ot commodities solely m 
terms of the labor-time spent in pioducing them Adequate evplana- 
tions in both cases lequire an emphasis on demand as well as on 
supply Howcvci, in the case ot wage thcoiy as in the case ot value 
thcoiy, Mai\ undoubtedly depended to a considerable extent on 
theiviitings ot the earlier c lassic al cro nonnst s, and these eeononiists 
had also shown quite a strong bias towaid a subsistence thcoiy of 
wages 

The Neglect of Scatctly Again, we must object to the Marxian 
notion that diffei dices in wa ges between skilled and unskilled woik- 
eis can be acebunted foi in teinis ot the gicatci laboi-cost of pro 
ducing the labor-power of the skilled woikeis, since these woikeis 
require both subsistence and tiaining while the unskilled woikeis 
require only subsistence We do not deny that vaiying costs of train- 
ing affect money wages In fact, diffdcnccs in the cost of tiaimng are 
commonly adtanced today as one explanation of tlic diffeiences in 
wages ts’lnch exist between occupations which aie open to workcis 
of a given giade oi group But dillci dices in the cost of naming, oi 
the fact that tiainmg is needed m one case and not m the oihci, 
cannot be used as the sole explanation of diffeiences in wages 
between the vaiious giadcs oi groups of laboi The modern expla- 
nation IS, of course, that skilled woikeis and profession.il w'oikcis 
receive higher wages than unskilled w’oikcis because of then greatci 
marginal productivity This vaiymg pioducinity (a demand factoi) 
IS in turn dependent upon diffidences m the numbcis of workeis 
available for these different types of woik Many woikeis arc avail- 
able for unskilled tasks while lelatively few w’oikers arc available 
for skilled and piofessional woik Finally, these diffidences m num- 
bers aie attiibutable to the fact that a vaiictj of hcreditaiy factors 
and envnonmental factors (including cost of tiammg) pievent the 
movement of workers from the unskilled gioup to the skilled and 
piofessional gioups This explanation dcaily indicates how greatly 
Maix ovei emphasized the factoi of cost of tiaimng Wage data also 
indicate the absuiduy of the Maixian position It is obviously im- 
possible to account for the great gulf which exists between the wage 
of the worker in a routine machine-tending job and the wage of a 
hired manager of the plant solely in teims of the greatei cost of the 
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training received by the managci oi the laboi-tiine deiotcd to such 
training 

The Marxian explanation implies also tliat he was a thorough- 
l going believei in the effects piodiiced by enviionmem That is, his 
explanation implies that laboi is b asically a ll of one grade except 
for differences m training, and that laboi of any degiee of skill 
can be produced fiom common laboi simply by the application of 
adequate tiaining Even today, tlieie aie some people who would 
agree with Marx on this point They contend that any peison who 
IS not actually deficient in intelligence can be made into a doctoi, 
a lawyer, a virtuoso of the piano oi violin, a business enteipnsei, 
an industrial manager, oi anything else, if he can be taken over at a 
%eiy caily age and given an appiopnate emnonment and tiaming 
On the other hand, theie aie many suppoiters of Marx who find his 
theory on this point somewhat objectionable Cole, for example, 
says that the notion that the lespecme values of different kinds of 
labor coincide with the \ allies whicli must be used in older to pro- 
duce an adequate supply of eacli kind would be completely tiue 
only if all kinds of human skill and pioductivity were pioducible 
at will like commodities 

There is, ol ionise, some element of t iuth in the Ma ixian post- 
tion Training, whethei conceived of in terms of labor-time devoted 
! to It or othciwise, may be consideied peihaps the chief factor in- 
I solved in coniciting unskilled w’oikers into semi-skilled workeis, oi 
either of these types of w'oikeis into skilled woikeis, and natural 
differences between woikeis in these groups may be relatively slight 
On the other hand, pi ofessional, manageiial, and entrepreneurial 
ivorkers do not seem to us to be just oidinary workeis who have 
leceived large amounts of tiaming The high wages which these 
types of ivorkers receive in compaiison with those received by work- 
ers in the lower groujjs can peihaps be attributed in pait to superioi 
training and othei eiiMi onmental factors, but they must also be 
attributed in pait to n atuial talent s and abilitie s which training 
alone (.in neitlier pioduce noi leplace Natuial talents and abilities, 
like otliei scarce, useful, natural things, seem to command a puce 
and ha\e a value in any actually operating capitalistic system We 
may concede, however, that Maix could not take this position of 
ours with respect to diffeiences in wages without abandoning to 
that extent his general dictum to the effect that the expenditure of 

a'lG D H Cole, What Mai \ Really Meant, 'pp 222 223 
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labor-time is the cause of all value, whether ol commodities or ol 
laboi-powei 

The Varying Meaning of Subsistence A final objection to the 
Marxian theory of wages points out that Mai\ could never com- 
pletely make up his mind as to the meaning of subsistence In many 
passages, Marx states icry definitely that the uages of ordinal y 
workers depend upon the amount of laboi-tmic icquircd to pro- 
duce the workers’ laboi-posvei, that this amount ol labor-ttine is the 
same as that necessary to product the commodities and sei vices 
svhich are requned foi the maintenance of the noikcts and then 
families, and that maintenance is to be intcipicted as baie physic al 
su bsistence In many othei passages, howeser, subsistence is intci- 
preted to mean something closely akin to the modern concept of 
sta ndard of living , or that cns tomaiy quantum of conunodit ms 
an d servire s without ivhich, whethei oi not they are necessary to 
physical existence, the individual thinks he cannot get along Foi 
example, Marx states 

J 

The iHlue of labour poiicr is determined by the value of the necessaries 
of life habitually required by the average labourer 

His means of subsistence must therefore be sufficient to mamtam him 
m his normal state as a labouring individual 

In contradistinction therefore to the case of othei commodities, there 
enters Into the determination of the value of labour-power a historical 
and moral element ^5 — 


Besides this mere phjsical elemert. the laluc of labor is m every coun- 
try determined by a tr adiltonal slandmd of b fe It is not mere physical 
life, but It IS the satisfaction of certain wants spungmg Irom the social 
conditions m which people are placed and reared up This historical 
or social element, entering into the value of labor, may be expanded, 
or contracted, or altogether extinguished so that nothing remains but the 
physiral limit By comparing the standard wages or values of labor 
I!. countries and by comparing them in different historical 

pochs of Ae same country, you wiU find that the value of labor itself is 
not a fixed but a variable magnitude 


_ How can we explain Marx’s wavering back and forth between the 
p ysical subsistence” and “standaid of living” interpretations of 
wages and subsistence? The answer seems to be that eithei initi- 
al Karl Marx, Copital, Volume I, p 568 
ss/J>id,p 190 
190 

Karl Mirx, Value, Price, and Profit, pp I17 119 
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^pietaaon Jeit something to be desned fiom Maix’s point of view 
jThe mtcipreiation of wages in teims of stiict physical subsistence 
,u’as excellent foi the puipose of Maix’s exploitation thesis If the 
wages of ordinary labor are held at the level of strict physical sub- 
sistence by something akin to a natural law, the position of tlie 
workers under capitalism seems hopeless That is, wages cannot be 
bid up by either workeis oi eiiiployeis any moie than fishermen 
01 then customers can bid up the tides Moi cover, exploitation of 
the workers is inevitable The woikeis can produce an amount of 
\alue equal to their wages oi subsistence with just a few liouis of 
ivork, but the capitalist-employers, since by paying ivages they 
acquiie the right to use the woikeis’ laboi -power at then discretion, 
can keep the workers busily at work for many houis each day aftei 
they hav^ eained then daily subsistence wages All the exchange- 
Aalue of commodities which tlie workeis produce in excess of the 
exchange-value of the commodities and services which make up 
their subsistence is surplus \ alue and goes to sivell the ill-won gams 
ol tJie capitalist-employeis 

While the interpietation of wages in teims of baie physical sub- 
sistence was ideal fiom this point of vieiv, it was unsatisfactoiy 
in othei lespects Foi one thing, u did not square with the fact s 
Even in the capitalistic system of Maix’s day, it was obvious that 
there were large numbers of workeis ivhose wages could not be 
accounted for in terras of bare physical subsistence oi even in teims 
of physical subsistence plus tlie cost of tiaimng Again, if theie is 
some natuial law which sets the wages of ordinary labor at the level 
' of physical subsistence, what grounds do we have foi expecting that 
uMges will be higher in some other noncapitahstic system? Pei baps 
this IS a peculiar kind of natural law ivhich operates only in a capi- 
talistic economic system, and workers will be able to obtain moie 
than the leal or natuial value of their laboi -power in some other 
system 

«'* The inteipretation of the wages of ordinary woikers in terms of 
standard of living seems to fit the facts of wage payment in a capi- 
talistic system better than the inteipietation in terms of physical 
subsistence, and it offers some hope of ameliorating the woikeis' 
position The draxvback of this interpretation is that it ^gresfly 
weaken s M arx’s explo it ation thesi s If xvages ai e not determined by 
natural law and if xvoi kers can induce an increase in then ivages by 
coming to regard certain commodities and services as indispensable 



THE MARXIAN 1 HEORIES 01' VAEUl AND DlSlRintniON 771 

to thcjr contmucd functioning, c\cn though tncst Siinn, economic 
goods aic not ncccssaiy to then physical Subsistence, then w.igcs_aie 
fl cMbl e and c an be bid up cicn i n a eapiialistic ssstem And if 
wages can be bid up to some extent, thcit seems to be no logical 
leason why tlicy cannot be bid up to the point at which the woikcis 
leccive the entne value of then conn ibiition to pioduction and 
theie IS no surplus value foi the cmployci oi exploitation of the 
woikcis The nature of Marx’s dilemma in intcrpieling ivagcs and 
subsistence is apparent 

Some intcipictcis of Maix leadi the conclusion that Maix de- 
cided on the st andaid of li ving as t he tiuc intci nictation of the 
wages or subsistence of ordinary workcis, and these people argue 
that this intcipietation not only is in accord w'lth the facts of eco- 
nomic life but docs not leally sveaken Maix's exploitation thesis 
Accoidmg to this view, wmkers could not bid up then wages and 
exhaust the sutplus value received by the capitahsttiuploycis In 
the first place, the barg aining power of the wo ilcis is too weak in 
iclation to that of the employers Again, rising piicc foi laboi- 
powci would limit Its use, bring about unemployment, lower the 
workers' bargaining poivcr, and cause a i evaluation of the pioducts 
^of the workers The se atgum ents s eem lathci obiectionablc ton s 
If the workers were already icccivmg then full inaiginal pioduc- 
tivity, an attempt to get a still higlici wage might limit the use of 
laboi and affect employment adveiscly But why should a rising 
wage pioduce unemployment if in the oiiginal situation the' em- 
ployers were not giving the workeis then full maigmal productivity 
but were making cnoimmis piofits or suiplus value fiom the em- 
ployment of eacli worker? Why should using ivages cause any i evalu- 
ation of the workeis' products if die exchange-value of these proil- 
ucts depends solely upon the amount of laboi-time embodied in 
them and not at all upon the size of the wages paid to the workers^ 
In any case, we do not have to rely on the woikeis to bid up 
^ges under capitalism, foi , under the competitive conditions which 
Marx assumes, the employers should take the mattei into their own 
ands if wages are flexible Suppose, for example, we take an cm- 
Ployer who is using 100 workers and is making tiemendous profits 
or surplus value from their use He works them 12 hours per d.iy 
out pays diem only for 6 hours, since 6 hours of labor-time aie 
-nough to produce their subsistence With a margin of 100 per cent 
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of surplus value being made on each workei, would this employci 
not like to hire additional* woikers and make an even gieatci toial 
of surplus value’ Would he not attempt to get additional voikeis 
even if he had to bid them away fiom otliei employe! s by offeiing 
higher wages? He could offei wages equal to the \alue of 7 oi 8 
hours of work and still letain a good maigin of profit on each 
iv'orker Four or five hours’ woith of smplus value from each of 
200 workers would be better than 6 houis’ woith of surplus value 
from each of only 100 woikeis The employer would not ha^e to bt 
1 concerned about loweiing the value of his finished pioduct, since, 
as one enterpriser in a competitive industiy, he could increase oi 
decrease his output without affecting the geneial value of the 
pi oduct on the market Witli each employer in the same situation 
and figuring in the same way, with each employei trying to get 
additional workers to increase his total smplus value and trying to 
ictain the workers aheady m his employ, it would seem that wages 
would be bid up until no employer had any incentive to attiact 
additional workers away flora other employei s This point would 
be reached when the w'oikeis were receiving wages which equalled 
the value of their contiibution to production and tlicie was no 
surplus value to be made by tlie employers We are inclined to 
think, tlierefore, that the inteipretation of wages as flexible, in com- 
bination with competitive conditions m industry, would have to be 
legarded as fatal to Maix’s exploitation thesis 

The generally accepted opinion is that Maix, w’liencvei pressed 
to the wall, fell back on his interpretation of wages in terms of baic 
physical subsistence and held that any forces which tend to remove 
ivages from the level of physical subsistence operate either tempo 
larily or so slowl y diat their influence may be neglected for all 
practical purposes Maix’s inclination m this mattei was natural, 
and most other people in his position would have acted in the same 
way If one is faced with a choice of two interpretations, one of 
which IS more consistent witii tJie facts of economic life but is de 
cidedly in conflict witli one’s pet theoiits and the othei of which 
is somewhat defiaein in lealisra but is most useful in connection 
with one’s purpose in attempting an analysis of economic aflaiis, 
the latter interpretation is likely to be selected But Marx did make 
occasional bows m die direction of the standard of Inmg interpie 


tation 
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QVESTIONS 

' Marx held that the naiunl \alucs ol commodities tmild not be dc- 
termmed by demand and supply conditions’’ Lvpiam 
‘ In explaining the natural talues of commodities, M irx rejected use 
talue or utility as a stibjcctitc md rclatise concept” Cxpliin 
Hotv did Marx use the concepts of “soci illy iiLcessary labor” and 
’’standard time units of unsUllcd hbor'’ in his xalue theory? 
Explain hots Marx, in deteloping his theory of talue, hindlcd the 
problems implicit m (a) differences m labor time from one producci 
to another under a gitcn state of the arts of production, (b) differ- 
ences hetttcen original and reproduction cost m terms of labor time, 
ind (c) differences in the grades of labor required to produce a 
good 

How did Marx dispose of land and capital in reaching his conclusion 
that the natural aalues of commodities ate determined by their con- 
tent of soci illy necessary labor time? 

‘‘One of the most serious critiasms of the Marxian theory of value is 
found m the fact that Marx greatly minimircd, if he did not actually 
overlooE, the part played by demand m determining the exchange 
values of commodities’’ Explain ' 

"In dcseloping his theory of value, Marx missed an excellent oppor 
tiinity to employ his basic philosophy involving thesis, antiilicsis, and 
svnthcsis" Explain 

’The Marxian theory of value is open to cntictsm because of the 
treatment which Marx accorded to the factor of scarcity” Shoii 
sshether you agree 

The Marxian theory of value based on labor time, though severely 
criticized by economists, docs not differ significantly from die mod- 
em theory of value with its emphasis on cost of production ” Do sou 
agree? Explain ' 

"In his treatment of capital as a factor in relation to the values of 
commodities, Marx temporarily gave up his chosen task of describinc 
ctie capitalistic system as it is” Explain 

"In suggesung that Marx was not really trying to explain exchange 
values in the ordinary sense, the supporters of Marx merely leap from 
the frying pan into the fire ” Show whether you agree 

rnemW ‘before its 

witlr the Marxian theory of value 

isouW ^v economics Indicate what you 
iiould say on this subject ' 

The Marxian theory of value was defective in that it omitted fal 

of c^Sal’ ids'' «gti.ficance 
infliipnro '"i W‘th production and costs, fc) the 

influence of natural scarcity on value, and (d) the fact tlmt ^vl^ 
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and waiting are necessary in older that capital goods may be ere 
ated ” Discuss the validity of these criticisms of the Marxian theory 
of value 

14 "The Marxian theoiy of the distribution of income was greatly over 
simplified” Show whether you agree 

15 Distinguish between labor and Jabor-power as these terms were used 
in the Marxian analysis 

16 "Marx’s thcoiv of wages was merely a logical extension of his general 
theory of value ” Show whether you agree 

17 “While the Marxian theories of value and wages are usually stated 
separately, they are really only a single theory ” Explain 

18 How did Marx account for differences in wages between different 
grades of labor? Explain 

19 How would you criticire the Marxian theory of wages in the light of 
modern economics’ 

20 "TTie Marxian theories of value and wages are subject to the same 
general criticisms’' Show whether you agree 

21 "Marx apparently had a diffiailt time in making up his mind as to 
the exact meaning which should be attached to the term ‘subsistence 
in his wage theoiy” In interpreting this statement, explain (a) the 
two ways in which Marx sometimes defined die term "subsistence,” 
(b) the difficulties which he encountered with each of these defini- 
tions, and (c) the final choice which he made between the two mean 
mgs and why he made this selection 
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THE M^jRXr^JV THEORY OF 
SURPLUS VALUE 


Thc theory of suiplus \alue li the climav toward which the theoiies 
of value and wages have been building While thc theory of sm plus 
value, as explained in detailed fashion by Maix, is.tioublcd by its 
own errois and inconsistencies, it is nevcithelcss possible to say that 
this theory in genual follows logically and inevitably fiom thej 
theories of value and wages If these theoiics are tiue, the woikcrs 
are exploited and tht employers receive suiplus value It has been 
impossible to present the Marxian theories ol value and wages with- 
out suggesting the geneial nature of thc theory of surplus value, but 
we need now to investigate and analyre this latter theory m some 
detail 


Exposition of the Theoiy of Surplus Value 
Assumptions of thc Theory Thc theory of suiplus value, in thc 
first place, tests on a numbei of ass umpti ons The workers aie as- 
sumed to be f ree men and not slaves They are the sole owners of 
their laboi-powei and arc completely qualified to sell it as a com- 
modity on the maiket The woikcrs, since diey lack the neccssaiy 
land and capital, aie u nable to use jheixjaboi -power Jirectly to 
make_c£iiiimodities which they can sell, and hence must dispose ol 
their labor-powei as a commodity to the capitalist employers who 
own or control the necessary non-human factois of production 


In order to become a commodity, a use value must be a nonuse 
aiue lor its owner Labor power must also be a non use value foi 
me worker, i{ u w to appear in the market as a commodity i£ the 

pioduction, he does not sell his labor 
P wer, but employs it himself, and sells his pioductsi 


775 
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AVhen the worker sells his labor-power to the employei, he gives 
up all title and claim to die pioducts of his labo i When the worla 
produces a product, it belongs entirely to the employer who will 
dispose of it on the maiket as best he can Finally, it is assumed 
tliat the worker, in selling his laboi-power to the employer, confers 
on the employer the li ght to use this labor-power to best adva n- 
tage This means, in effect, that the len gth of the working da y is set 
by the employer, and not by the worker or by agreement between 
employer and worker When there are no legal limitations on the 
length of the working day, the employer’s decision in this mattei is 
limited only by self-interest and custom The employer knows that, 
if he attempts to use the woikei’s labor-power for twenty-four houis 
today, he may not get another chance to use this worker’s labor- 
power for three or four days theieafter Howevei, the worker may 
be able to manage sixteen hours day after day ovei a long period 
In this fashion, the length of the working day is legulated to some 
extent by the emp loyer’s self-interes t It is also regulated by custom 
and tradition As Maix says 

By selling his laboring power, and he must do so under the present 
system, the workingman makes over to the capitalist the consumption 
of that power, but within ce rtain rational limits He sells his laboring 
power in order to maintain it, apart from its natural wear and tear, but 
not to destroy it In selling his laboring power at its daily or weekl) 
%alue. It IS understood that in one day or one week that labeling power 
shall not be submitted to two days’ or tivo tveeks’ waste or wear and 
tear Machinery does not wear out exactly in the same ratio in which 
It IS used Man, on the contrary, decays in a greater ratio than would be 
\isible from the mere numerical addition of work^ 

The Theory Stated Undei these conditions, the workei sells his 
labor-power as a commodity to a capitalist-employer and, in the 
average case, receives a price or wage for it -which is based on the 
amount of labor-time required to produce the labor-powei, oi the 
amount of labor-time socially necessary to pioduce subsistence oi 
maintenance (including ti aining) for the worker and his family Let 
LIS suppose that this subsistence lequires five hours of socially neces- 
sary labor-time daily foi its production Then, if the worker labored 
only five houis daily foi his employer, he would be fully paid and 
theie would be no surplus value However, it is the employer’s light 
to set the length of the woikmg day, and he will normally set it at 
1 number of hours gi eater than that requned to produce the 

= Kvrl Marx, X'alue, Price, and Profit, pp 107 108 
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worker’s subsistence Let us assume, for example, that the worker 
puts in ten hours daily at his task The worker’s product belongs to 
the employer, and he will sell it on the market for its full value 
If the woiker is of average efficiency, his daily pioduct will sell foi 
a price based on tlie ten hours of labor-time which the worker puts 
in‘’^he difference between the value of the product cieated daily 
by the worker (based on ten hours of laboi-time) and the value 
leturned to him daily in wages (based on five hours of labor-tune) 

IS value produced by the worker but received and letained by thej 
employer In other words, it is surplus value 
Obviously, there are several ways m which the s uiplus-value rela - 
ti onship m ay be expressed '^he difference between the exchange- 
value created by a worker m a day and the exchange-value of tlie 
commodities and sei vices necessary to the subsistence of the workei 
and his family for a day is the exchange-value which is surplus 
value’^he difference between the number of horns of work put in 
by a worker in a day and the number of hours of work necessary to 
produce subsistence for the worker and his family is the numbei of 
hours for which the worker is uncompensated and durjng which the 
worker is producing surplus value for the employer The difference 
between the quantity of commodities produced by the worker in a 
day and the quantity of commodities necessary to the subsistence of 
the woiker and his family is the quantity of commodities whose 
value IS surplus value And so on However the iclationship is 
expressed, t he worker produc esjnaore value than he i. eceives, and 
he IS exploited by the em ployer The income of th e employei 
deiived fiom the uncom pensated laboi of the worker 
OTcoutse, the w hole surplus vidue is not always kept indefin itely 
by the enterpriser, ot em ploye r of_labQr As Marx says 

The monopoly of land enables die landlord to take one part of that 
suiplus value under the name of lent, whether die land is used for agri- 
culture buildings or railways, or for any other producuic purpose On 
the other hand, the very fact that the possession of the instnmenls of 
labor enables the employing capitalist to produce a surjilus value, ou 
what comes to the same, to appropriate to himself a certain amount of 
unpaid labor, enables the owner of the means of labor, whicli he lends 
wholly or partly to the employing capitalist — enables, m one w’ord, the 
money lending capitalist to claim for himself under die name of tnteics i 
anodier part of that surplus value, so that there remains to the employ 
mg capitalist as such only what is called in dustiml or commercial p rofit 
By avhat la«s this diiision of the total amount "of surplus value amongst 
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the three categories of people is regulated is a question quite foreign to 
our subject This much, however, results from what has been stated 
Rent, Interest, and Industrial Piofit are only dilfeient names for 
different parts of the surplus value of the commodity, or the unpaid labor 
enclosed in it, and they are equally derived from tins source, and from 
this source alone They are not derived from land as such or from capital 
as such, but land and capital enable their oivners to get their respective 
shares out of the surplus value extracted by the employing capitalist from 
the laborer For the laborer himself it is a matter of subordinate im 
portance whether that surplus value, the result of his surplus labor, or 
unpaid labor, is altogether pocketed by the employing capitalist, or 
whether the latter is obliged to pay part of it, under the name of rent 
and interest, away to third parties Suppose the employing capitalist to 
use only his own capital and to be his own landlord, then the whole 
surplus value would go into his pocket ^ 

A Marxian Illustration of Surplus Value In order to guaid 
against any possible danger of misstatement, rue piesent the follow- 
ing illusti ation of the creation of surplus value from Marx's Valu e, 


Price, and ProfU^ 

Now suppose that the average amount of the daily necessaries of a 
laboring man require sn hours of average labor for their production 
Suppose, moreover, six hours of average labor to be also realized in a 
quantity of gold equal to 3 s Then 3 s svould be the Prtce, or the 
monetary expression of the Darly Value of that man's Laboring Power 
If he worked daily six hours he would daily produce a value sufficient 
to buy the average amount of his daily necessaries, or to maintain him- 


self as a laboring man 

But our man is a svages laborer He must, therefore, sell his laboring 
power to a capitalist If he sell it at 3 s daily or 18 s weekly, he sells 
It at Its value Suppose him to be a spinner If he works six hours daily 
he will add to the cotton a value of 3 j daily This value, daily added by 
him, would be an exact equivalent for the wages, or the price of his 
laboring power, received daily But in that case no surplus value or sur- 
plus produce whatever would go to the capitalist Here, tlien, we come 
to the rub 

In buying the laboring power of the workman, and paying its value, 
the capitalist, like every other purchaser, has acquired the right to con 
sume or use the commodity bought You consume or use the laboring 
power of a man by making him work, as you consume or use a madiine 
by making it run By buying the daily or weekly value of laboring 
power of the workman, the capitalist has, therefore, acquired the right 
to use or make that laboring power work during the whole day or week 
The worki ng day or-the working week J igs,, of couKej_certaisJua!S> - 

t hose we shall afterwa rds-look-more_clq5ely__at 

For the present 1 want to turn your attention to one decisive point 


s Ibid , pp 89 91 
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The ta/iK of tlic hliorinp fower n d«i<rimiu«l b) ilic qinniit) of I »Ii«i I 
nccc^’nrj to unintiin or uprotUict it. but tfic uu of tint libotitij'l 
powir 15 onl\ hmilttl b) tin. neme tiMtjjipv md j)l))5ir.»l 5treni;lh ol ‘ 
tilt Inhorti The diilj or uttVh value of the hlmiiiii; pouti is qiini 
distiiiti ftom tilt dills or 'sttl K tvtitise of ili.ii power the s imt is tlit 
food i Imi't 1 inis .iiitl tin timt « cm nrts the horse ni.m ,i>e epuit 
distinct 'flit qiimtiis of hlior bs winch the tvlm of the ssnrlnniis 
libonup powtr is Imiitul foittis bs no intitis a limit to the qinntit) of 
labor which Ins liliorim; powtr is apt to piifnim InU tht tMinplc of 
OUT spiiintr \\l lust stiii tint, to ehils ttprodutt Ins libnung powti. 
he mmi dills Kpiodiicc i s line of three slnllinf!s, wlnrh lit will do In 
w«tkm>; si\ hfiiirs dnls But this dots not disibk him from workiii); 
un or tuehi or more linnrs i dis Hut bs p.ijinij the dnls or wcekl) 
value of tilt spinntr s I iboiiiiR powtr the cipinlist has .irqiiiitd tht right 
of iisnig that liliorni'; powtr diirtni' tht .i/io/r dnv or week He will, 
iliticfoiL, nnkc him woil sis, dnls t,eelvr /lonis Oner nmf nlwvr 
the SIX hours required to rtplicc his wigts oi tht s ihit of his l.ilioi 
iiig power, lit will, ilicrtfoic. Inst to worl ns oilier liourr winth 
I shill call hours of surpl us hbor, sshich siirphis libor will it-ilirc itself 
w I su rjiluf t nliie nid i •ti'r/d»s jiioilu^ II oiir spmiitr, for txamplt 
b) his dnls hbur of six linnts iddctl thixe shillings' \ due to the coiion, 

1 s due forming in < x iti tipnsaltni to his w iges lie will, in iwelsc hours. 
.uW SIX shillings worth to the cotton, nnil prodnre a fmlmrliono} stnjilin 
ol latn As lie Ins sold his Iibonng powtr to the cipitilist, tht wliolt 
\ihic or prodiift creiud bj him belongs to the capitilist tht owner pro 
trm of his libonng posvtr 11> ndsaming thite shillings the cnpitihst 
will, thtrtfort. rcMire i silnc of six shillings, beranse adniicing .i saint 
in wlnrh six hours of labor arc crjstilh/id he will rcccist in return i 
ssliic in winch Uselse hovm of lalior irt cust.illircd By repeating this 
same process dad), the capudisi ssdl dnls ads ante three shillings nnd 
dad) pocket SIX shillings one half of sshich ssdl go to pi) singes .anew and 
the Ollier half of wlncli sidl form iurplus value, for wlnrh tlic cipiiahst 
pa)s no equivalent It is thi s sort of cxc/ionge f'«frucc^ cnpi^f o^f fnhoi 
upo n which cap ii ahsu c prqduciidn, or the wag es s)sttiii, is founded ,ind\ 
whicFi must constantly result tn reproducing tht working man ns a woik- j 
mg man and the capitalist as a capitalist 

rite ra fg of surplus w hie, dl other cjTtujwstanccs remaining the same, y 
will depentl on the pio poi t inn between tint p.irt of the working di) 
neccssa f) to rcp rcnluce the s ihit of ilicjahoimg power and tht surplm 
fi we or suU ihit labor ptrfonned for the capitalist It will therefore, dt 
ptnd on ili't Tallin which (he working day is prolonged over nnd obovcl 
that cMcfil, by working winch the working man would only Ycprodiict 
the value of his laboring power, or rcphicc his wages'* 

Other Connderaltonc Marx clearly ininnales that the c reati on pt 
su rplus val u e is an incviublc c haracteristic of a capuahstic eco- 

*n.ifj,pp vygi 
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nomic system Since the workei has no way of using his oxvn laboi- 
power to produce commodities, he must sell his labor-powei to the 
capitalist-employer foi a subsistence wage if he wishes to go on 
living, and the uige to live is stiong in most people There is no 
way in which the woikei can avoid the bad bargain which he makes 
ivith the employer — a bargain which causes the woikei to create 
much more value foi the employer than he leceives in wages Of 
course, there is no law which says that the capitalist-employer must 
exploit his woikeis, and keep them busy moie hours pel day than 
would be necessaiy to leplace then wages, unless it is the law oi 
sclf-preseivation Howevei, the employer would be foolish not to 
exploit his woikers, foi he would lack any visible means of support 
if he kept the workeis busy only enough houis per day to replace 
then wages. As we have seen, Marx divided the total income of 
the capitalist-employer into only two paits, one necessaiy to give 
him back the wages which he has paid to the workers and the other 
consisting of suiplus value If he received no surplus value, he 
would apparently have no income for himself If tlie capitalist- 
employer received no income for himself, it is difficult to see how 
he could survive, and he would ceitainly have no mcentive to keep 
on operating his land and capital in production 

The capitahst-eraployei must not only operate his business so that 
lie receives surplus value, but he m ust also exploit hi s wprkeij js 
tho roug hly as othei capitalist-employws^jlp If he becomes soft- 
hearted, lets up on his^voikeis, and secures less surplus value tlian 
iis competitois, he weakens his own rclativ'e financial position 
IVhen a severe business depression comes along, he is tlien less 
ikely to survive than his more lapacious competitors and is likely 
o be forced to the wall Thus, the capitalist-employer who hesitates 
o exploit his woikeis to the full is likely to find himself a member 
if the exploited gioup, instead of being one of the exploiters, before 
nany years have passed 

We should also note that s urplus value does not res^liifSISJSl*' 
ng die products of laborer m oie than th ey argjy ordi or from 
iav lng~tTie~vvoikerne srthan their lab or-pouTijsjvoith Tcmpoiary 
luctuations of wages and prices aiouhd their long-run norms may 
emporarily increase or decrease the amount of suiplus value re- 
eived by the employer, but in the long lun the employer leceives 
bimdant surplus value even though he sells the pioducts of laboi 
31 dieir leal or natinal value and buys laboi -power at its leal oi 
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natural value, as these values are determined in a capitalistic sys- 
tem As Marx says 

The value of a commodity is determined by the total quantity of Inboi 
contained in it But part of that quantity at labor is realircd in a valin., 
for which an equivalent has been paid in the form of wages, part of it is 
lealizcd in a value foi which no equivalent has been paid Part of the 
labor contained in the commodity is paid labor, pm is unpaid labor By 
selling, therefore, the commodity at its value, that is, as the crystallization 
of the total quantity of labor bestowed upon it, the capitalist must 
necessirily sell it at a profit He sells not only what has cost him an 
equivalent, but he sells also what has cost him nothing, though it has 
cost his workman labor Th e cost of the commodity to tlic capi talist and 
Its real cost are di fferent things I repeat, tlieretore. thajLJor mal a nd 
ave rage profits a re made .by sel ling commo di ties n ot abov e, bu t at then 
rea l valu es ® 

One IS almost moved to wonder how a capitalist-employer could 
ever fail and be forced to go out of business 
We should avoid the notion, which some people have concerning 
surplus value, that it results fiom sh ady or dishonest dealin g on the 
part of the employer or at the very least from Ins being g reedy and 
gi aspin g As a matter of fact, the employer is just as much a tool of 
the capitahstic system as is the exploited worker He does only what 
he must do in ordei to survive and play his pan in the capitalistic 
system Moreover, if we selected a number of workers at random 
and put them in the places of tlie present capitalist-employers, they 
would behave exactly as the present incumbents do Surplus value 
results from the legitimate exeicise of the rights which the capi- 
talistic system grants to the capitalist-cmployei Thus Marx said 

Suppose that a capitalist pays for a day’s labour-power at lU value, then 
the right to use that power for a day belongs to him, just is much as the 
h commodity, such as a horse that he has hired for 

the purchaser of a commodity belongs Us use, and the seller 
of labour-power, by giving his labour, does no more in rtilu), tluin part 
wit the use value tint he has sold By the purchase of labour-powei, 
the capuahst incorporates labour, as a living ferment, with the lifeless 
constituents of the product The product of this process also belongs, 
inereiore, to him, just as much as does the wine which is the product of 
a process of fermentation completed in his cellar ® 

Surj dus vajue results from a bad economic systpm, and not fiom 
ba d employ ers ~ ” 

87 88 

“Karl Marv, Capuat, Volume I, p 206 
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Ancient and Modem Surplus Value According to Marx, the toil- 
ing masses have always been exploited by some other class However, 
m former times th e expl oitation was open and a boveboard, while 
n ow It IS conce aled by die wage s ystem When the serF m medieval 
times worked some days forTiimself on his own land and some days 
for his lord on the lattei ’s land, he was exploited beyond any doubt, 
but anyone could then see that part of the serf’s laboi benefited 
himself while the lemaindei was for the benefit of the lord There 
was no concealed exploitation In similar fashion 

In sl ave-labou r, even that part of the working day in which the slave 
I IS only replacing the \ alue of his own means of existence, in whicli, there- 
Ifore, in fact, he woiks loi himself alone, appears as labour for his master 
All the slave’s labour appears as unpaid labour In wag e-labou r, on the 
contiary, even surplus labour, or unpaid labour, appears as paid There 
the property-relation conceals ihc labour of the slave for himself, here the 
money-relation conceals the unrequited labour of the wage-labourer r 

Constant and Variable Capital The Marxian illustrations of sui- 
plus value suggests usually that the employer just about doubles his 
money when he hues laboi -power at its natural value and sells the 
workeis' products for then natural value However, it should be 
noted that the money which is doubled is not the total capital of 
the capitalist-employci but merely that part of his capital which he 
uses for paying wages to his workers Marx divides the capital of an 
entci prise into two paits called co nstant capita l and vanafefe 
c dpita l Constant capital includes fartoHeSr plants and other bipid- 
mgs, tools and maciiinciy. raw _ mater ials and s upplie s, pardy 
fims hed~^od s, and even fin ished pro ductg-in the hands pf.ihej3i:o- 
ducers— in fact, all s orts of capital goods, b ut not land Such things 
are called constant capital because their" value as a whole rerngins 
const ant th roug hout the pi ocess of produ^n Such capital_pro: 
d uces no surplus valuc , foi it is'tlie jrodu_cLoLpast-Liboi. When the 
capital was piodii^ the laboi which pioduced it was exploited no 
end, but that laboi has escaped by now and cannot be exploited 
fuither in the picsent 

The best that constant capital. can do ^tpjrepJaceatselLDr-jrepro- 
duce Its ow n valu e pysi_its. hjctime In fact, Marx does not explain 
clearly how it caiT do that much, but contents himself with saying 
that constant capital is bought, and sold (thiough its final pioducts), 
at Its value Thus, he says 

!■ Ibid , p 591 
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The means of production never transfer more value to the product 
than they themselves lose during the labour-process by the destruction of 
their own use-value However useful a git en Lind of raw material, or a 
madiine, or other means of production may be, tliough it may cost £150, 
or, say, 500 days’ labour, yet it cannot, under any circumstances, add to 
the value of the product more than £150 ® 

The capitalist-employer cannot possibly "exploit" Ins factories and 
Ins machines 

On the other hand, vari able capital is that part of an entei prise’s 
capital which finds i nvestment in labor-power an d is used to pay 
wages In teims of physical goods, it takes the foim of food, cloth - 
ing, shekel, and oth er necessa iics of subsisten ce which arc co nsumed 
biTthe workeis Such capital is called vai table because, by investing 
It in labor-power, the employer is able to recaptuie not only the 
amount paid out but an additional sum called sui plus value Mar\ 
concludes natuially that surplus value is derived entiiely fiom 
vari able capital Since the expenditure ot labor-Utne produces all 
value, and since the labor-power which expends the value creating 
laboi-time is bought with variable capital, the expenditure of vaiia- 
ble capital leally "purchases” surplus value and the a mount o l 
surpl us value mu st be proport iona l to. the expjndituie-oLvauable 
capital 

The Rates of Suiplus Value and Profit On tlie basis of these con- 
siderations, Maix also distinguishes between tlie rat e ot surplu s 
val ue and the rate ot piofit w hich an enterprise ach ieves The rate 
of ^11 plus valiie is the a mount of sui p his_yalue leceived by the 
capitalist-employei in a year (oi othei peiiod of time) as a pei- 
ccntci gc of the variable ca pital expe nded in the same p eriod On 
the othei hand, the ra te ol profit is the same quantity ot surplus 
va lue expicssed as a p crcentage_Dt_the-totaTcapitar'nf 'thyemer- 
pnse, including both variable and constant capital Or, as Marx 
put It 

The late of suiplus vilue measured by the variable capital is cnllcd 
rate of suiplus nine The rate of surplus value measured by the total 
rapiial is called nic of profit " 

The Declining Rate of Piofit The di stinctions between constant 
snd lanablc capital, and between rate of suiplus value and rate of 
piofit, led Maix to his famous co nclusion that th e late ot piofit 

* Ibtd pji 227 229 

» K irl M iiv, Capilnl, Volume HI, p 55 
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r eceived by a capitalist-em ployer tend s to decline as liis enterpris e 
i ncreas es in sae and has _an i ncre asin g propo rtion of its total capit al 
t ake the fo rm of constant capital This does not mean that t he wot le- 
e rs are exploited less t ha n befor e or that the rate of surplus valu e 
IS legjLianJiefone The rate of surplus value (surplus value divided 
by vaiiable capital) may be constant, or even increasing if the em- 
ployer finds It necessaiy to evploit his employees moie than for- 
merly, but the r ate of profi t (surplus value divided by total capital) 
tends to decline as the business increases in size and a greatei and 
greater proportion of its total capital consists of that constant capi- 


tal which produces no suiplus value 
This notion of the declining rate of piofit got Maix into serious 
d ifficultie s He had trouble in explaining why e nterprise rs seek to 
mcrease the size of t heir film s and why they invest hea^^y in ma- 
chinery and increase the propoition of constant capital to variable 
capital'^nd he had eien moie trouble in explaining wh y tlie large - 
scale firms which had already been set up in, his_day apparently_did 


very well for themselves in tlm mattei_of profits Ncveitheless, he 
made a desperateVffort to stick to his guns. For example, he said 


a capital, consisting of percentages of 90C [Constant] and lOV 
[Variable], produced as much surplus-value, or profit, with the same 
degree of exploitation, as a capital consisung of percentages of IOC and 
gov, then it would be as plain as daylight that the surplus-value, and 
value in general, must have an entirely different source tlian labor, and 
that political economy would then be without a rational basis “ 


Ways of Increasing Surplus Value Since each capitalist-employei, 
if he is to survive, must be sure to make as much suiplus value as 
his competitors and would prefei to be on the safe side by making 
an even highei rate of suiplus i-alue than his competitors if possible, 
he must be constantly on die ala t to a^pt alLayailablejJeyices ioi 
increasing die amount of surplus value that hejreceiyes Maix out- 
lined" seveial of the methods which were at the disposal of the 
capitalist-employer Perhaps the most obvious method of increasing 
suiplus value is meicly to incirasejhekngth^ofjhe^ 

If the quantity of commodities and services necessary to the siib- 
.istence of the woikei and his family, and consequently the woikers 
wage, be taken as fixed, any incicase in the length of the working 
iay will increase also the period of uncompensated labor during 
10 Ibid, pp 176 177 
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winch the wolkei is leally woiking to produce suiplus value for the 
employer Of couise, the adding of a couple of houis to an aheady 
long working day would piobably not inciease the suiplus value 
pel woikei piopoitionatcly, but it would inciease it to some evtent 
This method of inei easing suiplus t'alue was appaiently veiy popu- 
lai in Mai\’s daj', and he devotes scoies of pages to a desciiption of 
the use of this method and its effects on the workeis 
A second method of ina easing suiplus value is found in the . use 
of macliineiy Since machinery itself is incapable of being exploited 
and can only add its own value to the final products ovei its life 
time, It might be consideied difficult to see how its use could in- 
acase suiplus value Indeed, Maix’s notion o f th e declining i«ite of 
pi ofit suggests , that heavy investm ent in raachmeiy and pdiei joims 
of constant cap itaLtends to lowci_siiiplus_vahie at l east as a p ei- 
ce ntage of total c apital Tins, howevei, would not keep suiplus 
lalue pei woiker, oi even total suiplus value as an absolute sum, 
horn incieasing The increase in absolute surplus value arises out of 
the fact tliat the employer who furnishes his woikers with machinery 
usually requires them to woik a longci day than former!) As Mar\ 
said 

Machinery sweeps awav every moral and natural restriction on the 
length of the working day Hence, too, the economical paradox, that the 
most powerful instrument for shortening labour time, becomes the most 
unfailing means for pl.aciiig every moment of the labourer’s time and that 
of his family, at the disposal of the capitalist for the purpose of expand 
mg the value of his capital 

Since the use of large quantities of machinery tends to reduce the 
dnect labor requirements of the cmployei, and since the laboi- 
power used is the only source of surplus value, the employer is led 
to exploit his woikeis moie thoroughly than before 

The use of machinery, and especially the use of new and im 
pioved machines and methods of pioduction, may have anoth er 
eff ect on surplus valu e In many cases, though not by any means 
in all, sucli new processes an d mac hines ma y cut down the cost oi 
piod ucing the commod ities and seivices_necessaiy_to the mainte 
nance o f the worke i.. and h is f^ily If these commodities and 
sen ices come to contain less laboi-time than foimeily, the wage oi 
salue of the laboi-power also declines In fewci hours than foimerly, 

II Kirl Mu\ Capitnl, Volume I. p 415 
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the woikei cieates enough value to leplace Ins wage and this leaves 
him moie houis per day than foimeily to work to create suiplus 
value foi the einployei, even if the total length of the working day 
IS not inci eased 

Even if the length of the woiking day is limited by legal lestiic- 
tions 01 otheiwise, the employer can inciease the suiplus wilue pei 
ivoikei and the total suiplus value by speeding_ii p the wm kci If the 
woikei comes to turn out more pioduct in a ivorking day of given 
length and his needs for subsistence do not inaease, the amount of 
suiplus value ina eases Woiking haider for a given number of 
houis IS about the same thing as woiking at the usual rate of speed 
for a longei peiiod of time Tlie spee ding up of the woikei is c on- 
nected with the use of_machinery_and_ of pie ce-rate _wages 

So soon as that shortening [of the houis of work] becomes compulsory, 
machinery becomes in the hands of capital the objective means, systemati- 
cally employed for severing out more labour in a given time This is 
effected in tuo ways by increasing the speed of the machinery, and by 
'giving the workman more machinery to tend 

Mai\ also concluded that 


in the woikshops under the Factory Acts, piecMiageJbecomes the general 
rule, because capital can there only increase the efficacy of the working 
day by intensifying labour 

Finally, the capitalist-employei augments his surplus value by 
usi ng his woikers co opeiatively as a 

they wo i ke d as independent individuaUaboreis A factoiy laboi- 
foice of 100 men working together as a coopeiative group will tuin 
out a much gieatei total product than would the same 100 men 
woiking as sepal ate individuals, and yet then individual subsistence 
needs, and hence then wages, would be no greatei The capitalist- 
employei does eveiy thing he can to piomote the efficiency af_this 
cooperative use of labor, and he is not usually ciiticized for appio 
priatiHglhTextiTTimfs of the cooperative process As Marx said 


Because this power costs capital nothing, and because, on the other 
hand, the labffurer himself does not develop it before his labour belongs 


1® Ibid , p 450 


18 Ibtd , p 609 
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to capital It appears as a powci sMth winch capital is endowed by Na 
tutc — a productne power that is immanent in capital '' 

The Indictment of Machmciy In gencuil, we sec that die Maiv- 
lan opinion o£ the dc\clopmcnt' ol machineiy and its effects on 
the woikeis was iinfavoiable 'The use of machinciy icd uces th e 
propouioiT_gLdie .working day in which lhc_woiici isjahonng to 
lepl ace his wa ge oi liis subsistence, it leads to a leng thening oE.thc 
w 01 king day, whcie possible, and it leads to the sp eeding up of the 
woikei By dea casing the amount of sticngth icqmrcd to do many 
tasks, tlie use of machineiy makes it possible to em ploy wom en and 
cliil dien in ind ustiy They woik foi very small wages, the wages of 
men ate i educed, and m many cases the total family income is no 
gieatcr than it was when only the head of the family was employed 
Finally, Mai\ credits machineiy with ruinmg aitisans mid handi- 
a aft piodticc is, displacing woikcis, and creating a great leservc 
armyjpfj hc unem ployed Maix was familiar with the aignment of 
the "vulgai economists" to the effect that technological unemploy- 
ment is tcmpoiaiy and that, in the long run, technological piogiess 
creates as much employment as it destroys, but he did not considei 
It valid On the whole, then, Mar\ paints an evtiemely gloomy 
pictuie Since wages a ic fixed at the subsistence level, inci eases in 
production, the impr oved efficiency of industry, and even inci eases 
in the productivity of the workcis themselves go only to i nac ,is^t~he 
surp lus 'value ic ceivcd by” the.erhploycis and later sTuucTby them 
With landoivncis and pine capitalists 

Criticism of the Theory of Surplus Value 

The Bases of the Theory In considering the theoiy of suiplus 
value, W’c must not foiget that this theory is leally only a conclusion 
based on cei tain premises knoivn as the theory of value and the 
theory of wages uf we can accept the one piemise to the effect that 
the values of commodities are determined by the quantities of laboi- 
tune embodied in them, and the other piemise to the effect that 
wages, 01 the value of labor-posvci, being determined in the same 
fashion, arc only enough to provide for the subsistence or mainte- 
nance (including training) of the workers and then families, then the 
theory of surplus value in general terms at least, seems to be valid 

365 3GQ 
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On the other hand, if, as we have tried to show, tlie theoiies of 
value and wages themselves aie open to most serious objections and 
cannot be consideied valid, the theoiy of suiplus value is left float- 
ing around in tlie an without visible means of suppoit Clearly, the 
theoiy of suiplus value can be no stiongei than the theories on 
which it IS based, and, if these theories are iveak, the existence of 
surplus value is something that cannot be shown by economic 
analysis It must be accepted, if at all, only on faith 
The Question of Wages of Management In any case, the theoiy of 
suiplus value as developed by Marx merits cii ticism in its own^gfat 
We have seen that Marx divided the total income of an enteipiise 
into only two paits — the one necessary to the lecapture of the van- 
able capital that has been paid out to the woikers as wages, and the 
othei consisting of surplus lalue which is latei divided into lent, 
interest, and piofits In this simple ti vo-part anal ysis of the income 
of an enterprise , one factor s eems to be left out of consideration and 
that IS the lah.oupeiJformed~ by the cnterpnse^liimself and _i^ 
lemuncration Marx surely would not want to say that theie was no 
I socially necessary labor in\ olved in managing a business The woi k 
peifoiraed by the business enterpiiser is of a different type from that 
of the ordinary employees, but it is none the less work Of couise, 
Marx could have escaped any necessity of making piovision foi the 
woik of management and its lemuneration if he had considered the 
capitalist-employer to be a pure absentee-ownei who hired otliei 
people to do all die work aiound die enterpnse-^the managerial as 
well as the oidinaiy labor However, jji^s hardly likely that this was 
Marx’s point of view, especially since, in his day, the model n corpo- 
ration (in which the manageis are hired employees and the stock- 
holdeis are leally a soit of absentee-oirneis) had not developed to 
anything like its piesent impoitance Besides, Maix in speaking of 
the capitalist-employei or entapiiser seems to legard him as the 
active managei of Ins business, paying lent to landowners and 
mteiest to puie capitalists, and getting his own income out of that 
segment of suiplus value known as "comma cial or industiial 
profits ’’ 

If the capitalist-employei is the active managei of his enteipuse 
and if his functions as manager are socially necessary (which seems 
indisputable), then Ins laboi-time is part of that total labor-time 
winch IS icsponsible for the natuial value of the products of the 
enteipiise and Ins laboi-powei is deserving of remuneiation E%en 
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on the Marsian basis ot evaluating laboi-powei, the capitalist cm 
plojer IS entitled to receive a wage which is based upon the laboi- 
tiine necessary to pioducc oi lepioduce his laboi-powcr, i e , a 
wage which twill cover his subsistence and tiaiiiing plus the mainte 
nance of his family The point is not that we arc feeling soiiy for 
die capitalist-employer foi not being allowed a wage of management 
in the Marvian analysis If he receives as much^urpliis value as 
Marv says he does, he is deserving of no sympathy The point is that 
any attempt to account foi the renuinci ation of the labor of the 
capitalist-cmployci weal^cns the Marsian analysis of surplus value 
at one point oi anothci If the wage for the laboi-powcr of the capi 
talist-cniployei is thought of as being included m the surplus value 
nhich he icccives, then surplus value is no longer a purely unearned 
income dciivcd from the exploitation of the hapless workers 
Instead, part of it is income cained by thcx^apiialist-employer, since 
It is a payment for his own Libor-powei un the other hand, if the 
wage for the labor-powci of the capitalist-employer is thought of as 
being included in the sum total of wage payments oi vaiiable 
capital, It becomes clcai that a patt of this variable capital is no 
longer to be considcicd as a means of exploiting the workers and a 


souice of suiplus value, since wc must .issumc that the capitalist 
employer is hardly likely to “exploit” his own labor powei 
The recognition of the fact that a part of the income of the active 
capitalist employer must be consideied earned, since it is a payment 
foi his own Inboi-funciiorys in connection with the business, is of 
considerable importance The "vulgar economists" of today, for 
example, think that the capitalist-employei who actively manages 
his ow'n entei prise and is situated in a competitive industry will be 
satisfied in die long run if he has left, aftei paying all expenses of 
his business, an amount of income which compensates him at a 
competitive rate for lus own functions and sci vices as entcipiiser, 
and that he does not need to leceive any net piofit oi surplus value 
(diough he will take it if he can get it) The Maixian analysis, on 
the other hand, seems to suggest that surplus value is the only souicc 
of income for the capitahst-employei and that he must theiefore 
exploit his workers in ordci to survive 


The Amount of Surjilvs Value Whatevei else may be said of the 
Maixian analysis of surplus value, it seems clear that Marx habit- 
ually and greatly ov erestimates the amount of sur plus-valu e which 
It is possible for the capitalist employers" to l eceive The Maixian 
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illustrations of surplus value suggest that it is the usual thing foi 
the capitalist-employeis, by paying out a ceitain amount of vaiiablc 
i capital as wages, to leceive a total income which is d ouble the 
I amou nt of va riable capital paid out In other woids, the total 
amount of surplus value is just about equal to the wage bill oi 
the total of wage payments In actual practice, many studies ivhicli 
I have been made for leading capitalistic countries, such as the United 
’ States and England, indicate that wages and salaries amount to 
around two-thuds of the total national income (and in individual 
fields of economic activity amount to 75 or even 85 pei cent of total 
income produced) Even if all other income than ivages and salai les 
weie considered to be unearned income or suiplus value, it would 
obviously be completely impossible for surplus value to be anything 
like as great as the total of wage and salary payments in such cases 
Whetlier we appiove oi disappiove of rent, inteiest, and profits, 
these incomes combined aie not neaily so large a segment of the 
national income as that whicli goes into wages and salaries 
The Significance of Machinery It also seems cleai fiom tlie analy- 
sis of suiplus value and of the metliods of inci easing it that Mar\ 
greatly misunderstood Uie.significance .of .rnachmeij'_and_its_ effects 
on th e econbth idlstaitus of die workers There can be no doubt, of 
couise, that unsciupulous employers, figuring that woik with ma- 
chineiy is considerably lightei than the same kind ,of work without 
machineiy, have lengthened the woikmg day and speeded up the 
^ woikers On the other hand, although Maix thought he saw a 
tendency foi the working day to lengthen as the use of machineiy 
developed, it cannot be denied that the av eiage wor king ^yjQ 
capi talistic system s at the_piesent time is fai_slioUerJJi^fi 3 1 wasjri 
Mai^jr^^^^i^ile wor keis aie s^ etimes spec^djjE_unduIy, in 
geneial it may be thought that th^aie willmg to work haidj^iing 
a shoit woiking^ay in older to enjoy. m.ore leisme time and tlwt 
then intensified efforts have found reco gmtionjinjiigber. wages and 
leal incomeftiie use of machineiy has led undoubtedly to the 
inci eas ed emplo yment of w^en and.childien and these employees 
at timeThav^ecn mercilessly exploited by means of low wages, 
long houis, and inhuman working conditions On the other haii , 
the employment of women and cluldien has more often been a 
lesult of poveity than an impoitant cause of it and has often been 
used as the means of obtaining a better family income 
foimeiiy received The no^ that, when women 
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the family income, tends jo falUo.tbe previous wage of tlic 
man w'oikmg alone seems j,o have liitlc,Cound.itipn 
not'aiguing, oT couisc, foi the employment of child l.iboi, for the 
use of child laboi is oidinaiily to be consideicd undcsnable, but, as 
fat as the laboi of uomcn goes, theie is no doubt that it lias in- 
creased the total national output of goods and sei'vices, oi national 
income, and that it has iiici eased the total amount of income going 
to the tvorkcis and then families as a whole It would seem ridicu- 
lous to aigue that oui national income would be as great as it nosv 
IS, if all women were excluded from employment In connection 
with all of these matters, Mai x seems to have iind crcstiinat ed the 
sign ificance and im portance of suc h thm gsjis, pi p^uve jocial_hgis^ 
la tion , orga ni/atio ns of ssoikcis, puWic opinion, the shift system, 
and the di scovery tha t, in inai^Jinis of piodiiction,_thc _worker can 
acco mplish as muclij n the lon g tun in a iclalivcly_short day.as in a 
rclam clyjong-one- 

Tlie problem of technological unemployment, w hich Marx npUid, 
is a n impoitant on c~l lie individual woikcis who are displaced by 
labor-sas ing machinery seldom icmain unemployed foi long peiiods 
of time, but, fiom the point of view of the economy as a whole, the 
problem of technological unemployment is a continuous one And 
It becomes even more serious than usual when the techn ological 
chan ges which c ausejt aie ^her^gencral tlirqughoup thejeepnomy 
and when woikeis a i.c_di5place d by macliines dunng_pciiods,of 
genei al business d cpi^ssion Although a gicat deal of misery and 
suffering may result from rapid technological change, we must in 
general agiee with the “vulgar economists’’ who say that the long- 
run effect of technological change is to increase the lea^ incomes 
and standards of living ofcverj'pne without m any way decreasing 
die to tal amount of employment availablc^Toi laboi With human 
wants foi economic goods lapidly glowing and indefinitely expansi- 
ble, tliere is no likelihood that we shall learn to pioduce eveiy thing 
so efficiently that the total of woik which needs to be done will be 
inadequate to provide jobs for all of our woikeis And, even in the 
short run, we provide for oui unemployed woikeis on a scale which 
Marx would piobably have deemed inci edible It seems im possib le 
tod ay to agr ee with Marx's geneial conclusion th at macli ines ate 
the enemy of the toilin g masses of workers 

Tlie Declining Rate of Profit We now turn again to the concept 
nf die declining rate of profit, oi Marx’s notion that the rate of 



792 COMPARATIVE ECONOMIC SYSTEMS 

profit acliieved by an enterpnse would decline as the enterprise 
increased in size and invested a greater proportion of its total 
capital in constant capital rather than variable capital This con- 
ceptj It will be remembered, resulted from Marx’s distinction be- 
tween the rate of piofit and the rate of suiplus value, his distinction 
between constant and vaiiable capital, and his idea that only 
variable capital, or funds invested in the payment of wages to 
workers, can be productive of surplus value It is ratlier easy to 
i llustrate die declining rate of profit Let us consider three hypo- 
thetical firms. A, B, and C, all With the same amount of vanable 
capital but with varying amounts of constant capital To simplify 
matters, suppose that all three firms advance oi turn o\er their capi- 
tal once each year, that all their products are sold at tlie end of die 
yeai, and that they employ the same number of woikers at the same 
wage late The situation is then as follows 


Firm 

Constant 

Capital 

Variable 

Total 

Surplus Value 

Rate oj 
Surplus Value 

Rate oj 
Prop 

A 

$ 5,000 

$5,000 

$10,000 

$5,000 

100% 

50% 

B 

15,000 

5,000 

20,000 

5,000 

100% 

25% 

C 

25,000 

5,000 

30,000 

5,000 

100% 

16 7% 


It is clear in this simplified example that the absolute amount ot 
,ui plus "value and the rate of surplus value is the same fiom firm to 
[irm but that the rate of profit declines from 50 per cent to 25 and 
16 7 per cent as we pass from the smallest to the largest firm*’ 
Moreover, the same conclusion would be reached even if the ab- 
,olute amount of vanable capital and of suiplus value increased 
nodeiately from the smallest fiim to the laigest firm That is, if 
Film C found it necessary to pay out 510,000 of variable capital 
n wages, along with its 525,000 of constant capital, and received 
1 suiplus value of 510,000, the rate of suiplus value would be 100 
3er cent but tlie rate of profit would be only 28 57 per cent or less 
Jian that of Firm A 

The concept of the declining late of piofit left Maix with some 
lungs to explain In the fiist place, if the late of profit tends to 
lerhne as alrin increases its size and invests a gieatei piopoition 
if Its total capital in constant capital, in spite of the fact that the 
ibsolute amount of surplus value remains constant or increases 

IS This ilhistralion is athpted from Kirl Kaiilskj. T/ie Economic Doctrines of 
loililfaix, pp 8188 
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actually, and if the entcipiisei legaids this result as a calamity, 
does he attmpt to incieasc the s i7.c_of his fiim and why docs ht in- 
vest movTand more heavily in jconstant-capitaP If we disicgaidcd 
die typical numerical illustiation which we have giicn, it would 
seem possible to aiisivci this question irithin the Mai Man analysis] 
That IS, any one fiim would have an incentive to giow and use laigc 
amounts of new niachineiy because it would exjicct to make more 
mon ey by doing so. As it adopted new machines and labor saving 
devices, it would pioducc ea ch unit oL ntodiict with a , smal] w_e\. 
pe nditiiie of laboi-time than,, formally, but the labor-time spent on 
the pr oduct on th e avci a ge thr oughout. tlic_mdu5tiv w ould no t_yet 
have decline d Consequently, oin one fiim would leceive the snme 
puce as usual for its pioduct but would have s mallci cost per unit 
of pi oduct t han loimeily, and hence would gain Then altci tlie 
new type and scale ol machinery had been adopted by a numbei of 
firms, die average amount of labor-time embodied in the pioduct 
nould be reduced, and the lemaming firms would be compelled to 
undergo the same development If they failed to do so, they would 
have the same cost in tcims of labor-time pci unit of product as 
foimerly and would get a lower piicc pci unit of product than 
formeily, and would be in danger of being eliminated from the 
competitive struggle In this svay all the films svould become largei 
m the long run without any firm has'ing a peimanent differential 
gam in terms of profit 

Thi s expla nation is. of comse, quite inco nsistent wi th the .usual 
numerical illu stration (since this type of illustration indicates that 
a firm’s svage bill lemams as large as evci as it increases its constant 
capital and that its absolute piofit is no greater than before) and 
Marx did not rely on it In fact, Ma ix was concerned not so much 
with any purely theoictical discrepancies as w ith the fact that h is 
decli ning rate of p iofit was app aien tly in conflict wi th leality That 
is, he thought he saw that large-scale firms with heavy investments 
m machinery and in constant capital in general were no woise off 
with respect to the late of profit than small films with a much 
smaller proportion of their total capital invested in constant capi- 
tal It IS very difficult to test the present accuracy of his obseivation 
m this matter O ne lec ent study of the lelative profitability of laige 
and small corporations in the United States, defining profits as the 
tatio of net income to net wordi, found that the large corporations 
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I that made piofits made them at lowei lates than the small ones in 
{the peiiod 1931-33, while the large coipoiations that lost money 
host at lowei lates than the small ones 


In 1933, the profitable coipoiations in the smallest class (those 
with assets of §50,000 or less) made an avei age pi ofit of 8 6 pei 
cent while piofitable corpoiations m tlie largest class (those with 
assets of §50,000,000 oi more) made an aveiage profit of only 47 
pel cent However, unpiofitable coiporations in the smallest class 





had an average loss of 37 8 per cent against a loss of only 2 pei cent 
on the average for unpiofitable corporations m die laigest class 
The only gioup of corpoiations that had a piofit on the aveiage 
in eacli yeai was the largest, though only a minoiity of the 594 giant 
corpoiations made money This study, then, does not make the 
average position of the large firms with lespect to piofits look pai- 
ticulaily unfavorable On the other hand, some studies that base 
been made of the eainmgs of large combinations of business units 
in the United States have concluded that in most cases these com- 


I binations have not been able to make earnings as gieat, as a pei- 
, centage of investment, as those formeily enjoyed by the individual 


films which went into the combinations 


Even if large firms did tend to make piofits at a lower late on 
then total investment than small films, this lesult tvould not neces- 


saiily be consider^particulaily unfavorable fiom the point of view 
of the large firms It is quite possible to see why a firm would piefei 
to make a profit of §50,000 on a total investment of 5300,000 than 
to make §25,000 on a total investment of 5100,000, even though the 
late of piofit would be lowei in the former case And this prefeience 
might be paiticularly strong if the eainmgs on die laigei investment 
would be moie stable through time dian those on the smallei in- 
vestment However, Marx thought diat the rate of profit rvas just 
as favorable for large concerns with lelatively large investments 
in constant capital as for small films with relatively small invest- 
ments in constant capital, and he was much conceined over diis 
discoveiy since it seemed to contiadict his theory that the expendi- 
ture of vaiiable capital in paying wages was the only souice ot 
suiplus value and piofit 
Thus, Marx said 


loffow Profitable Is Btg Buswessf Nct York The Twentieth Ccntun fund, 
1937, pp 145 146 



THC MARXIAN THEORY OF SURPLUS VALUE 795 

The rate of surplus \alue, or the degree of exploitation of labour- 
power, and the salue of labour-power, or the amount of necessary working 
lime being gisen, it is selfeiident that the grea ter the _v aaable. capital, 
the greater would be thcjm«s_of_saluc produced and of t he suiplu s 
ralue Wuh“a given rate of surplus value, and a given value of the 
labour-power, therefore, the masses of sm plus value produced vary di 
rectly as the amounts of variable capital advanced This law clearly 
contradicts all experiences based on appeal ance Everyone knows that r 
cotton spinner, who, reckoning the percentage on the whole of his applied 
capital, employs much constant and little variable capital, does not, on 
account of this, pocket less profit oi surplus value than a baker, who rela- 
tively sets in motion much variable and little constant capital For the 
solution of this ap parent con tradiction, many intermediate terms are yet 
wanted, as from the standpoint of elementary algebra many intermediate 

terms are wanted to understand that j may represent an actual magni- 
tude 

Maix did not piopose any solution to this pioblcm in Volume I 
01 Volume II of his Capital, but when he did get around to suggest 
a sol ution in Vohi me III, it pioved to be a i evolutionary one 
indeed As Marx put it 

Now if the commodities are sold at their values, then, as we have 
shown, considerably different rates of profit anse in the various spheres 
of production, according to the different organic composition of the* 
masses of capital invested in them But capital withdraws from spheres 
■*'*th low rates of prof it and i nvades others which y iel d a higher rate By 
means of this incessant emigration and immigiaiion, in one word, by its 
distribution among the various spheres in accordance with a rise in the 
rate of profit here, and its fall there, it brings about such a propoition of 
supply to demand that the aver age profi t in the various spheres of pro- 
ductio n becomes the s ame, so 9iat v^ueT^e” converted into pnees of 
production 

Let us see what this would mean in terms of the three firms which 
ive pieviously examined These firms aie still of different sizes and 
they still have different organic compositions of capital, or different 
pioportions of constant and vaiiable capital However, in the new 
long-run equilibrium whidi Marx is describing, they are making 
equal rates of profit 

Kiri Mvtx, Capital, Volume I, pp 334 335 
Kail Marx, Capital, Volume III, p 230 
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Ftm 

Constant 

Capital 

Vanable 

Total 

A 

$ 5,000 

35,000 

310,000 

B 

15,000 

5,000 

20,000 

C 

25,000 

5,000 

30,000 


Surplus 

Rate of 



‘Value 

Surplus 


Rate of 

Produced 

Value 

Profit 

Profit 

35,000 

100% 

32,500 

25% 

5,000 

100% 

5,000 

25% 

5,000 

100% 

7,500 

25% 


This, curious result, tlie equalization of the rate of piofit, comes 
about because of the fact that commodity pnces deviate now fiom 
co mmodity va lues Profit, as it were, becomes added into total costs 
and the lesult, on a per-unit basis, is pioduchon pttce. T he ac tual 
pi ices of individual commodities v ary no iv aiound production 
puces instead of around value m terms of laboi-time^® Putting it 
tanotheFwa^ the suiplus value pioduced by each firm still depends 
upon and is propoitional to vaiiable capital, but each firm no 
longei leceives the amount of surplus value which itjs responsible 
fo r creatin g I nstead , in t he process of market ing the products, all 
the surplus value goes into what mi ght be called a kin d of common 
po ol, from wh ich it .is .withdraivn by th e indivi dual firms not m 
propoition to their vaiiable capital _but in piopoition to tlien total 
capital T hiTresu lt occuis because the ex change-ialue wfiicl Leadi 
firm IS able to command f or its pro duct depends nowjm pi oduction 
pric^ or average tota l cos ts of all kinds, rathei than on costs in 
tei ms of laboi-ti me 

This explanation is helpful in showing how films of diffeient 
sizes, with diffeient oiganic compositions of capital, and even pro- 
ducing diffeient types of pioducts, can make net earnings oi piofits 
at the same rate However, the explan ation docs vio lence to some oE 
Marx’s. most important theones '’^Though suiplus value is "pro- 
duced" by vanable capital only, this fact loses significance now that 
suiplus value is "received" on the basis of total capital Foi all 
piactical pui poses, a fiim is just as likely to obtain suiplus value by 
using large amounts of constant capital as by using laige amounts of 
vaiiable capital ^ his, of cours e, is. inconsistent with. the foimei 
Alaixian idea that a finn dmives^its surplus value, onlj flora the 
vai lable capital wln'di it emjiloys Again, ilie onlyji^ .mn^jnch-ff'c 
fil ms can d iaw suiplus value out^of thej^pool" on the_basis^of total 
capital IS tFlia’ve”the' exchange-value of the final products depend 
upon total costs', and not meidy on labor costs oi expuidituies of 

Knutsk), The Economic DocHines of Kail Mai\, pp 81 S8 
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vanablcjrapual ^his conclusion contradicts tlie regulai Mai Man 
theoiy oC value which makes exchange-value depend on labor-time 
and not on costs of production 

Maix was 'well awaie that this new explanation of his was incon- 
sistent w’lth his regulai analyses of value tind suiplus value, but, 
while he struggled manfully to do so, he was unabl e to bring about 
a reconciliation of the divergent ex plana tions As one critic says 

In hundreds of pigcs of Capital, Volume III, with endless repetition 
and futile effort to escape from Ins own net, he is forced to the conclusion 
that prices arc not proportional to variable capital or labor cost, nnd tint 
rates of profit are in no wise lelatcd to rates of surplus value In dialccti 
cal terms, the labor cost theory, earned to its logical conclusion, brought 
about its own negation 

In the end, in an effoit to salvage something of his theory of 
value, Marx contended tliat the su m of a ll tlic pric es of piodiiction 
of all commodities in soaety, comprisin g the totality of allj incs.of 
pro duction, is e qual ~to~lhc sum ofall the values fbas ed on_^labor- 
tiiufi,] But this contention, even if true, would not reconcile the 
exchange-values or production prices of individual commodities 
With their “values” based on labor-time 


QUEST/ONS 

1 What were the issumpiions on v\hidi the Marxian theory of surplus 
value was based? 

2 Explain the Marxian theorv of surplus value briefly 

3 ‘ Marx clearly mumates that the creation of surplus value is an m 
cvit.ible characteristic of a capitahsuc economic system ’’ Explain 

4 "Surplus value, according to Marx, docs not result Ixom selling the 
products of labor for more than they are wortli or from paying the 
workers less than their labor power is worth ” Show whether you agree 

5 Distinguish between constant and variable capital What is the sig- 
nificance of this distinction in connecuon with the theory of surplus 
value? 

6 Distinguish between the rate of surplus value and the rate of profit 
Why did Marx think the rate of profit tended to decline under capi 
talism? 

7 How, according to Marx, does the capitalist employer attempt to in 
crease the amount of surplus value produced by his workers? Explain 

-°J E LcRossignol, Trom AI<n\ to Slnfin, p 206 Reprinted b) permission of 

the Thoims Y Cron ell Compan), Neiv York 
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8 "The Marxian theory of suiplus value can be no stronger than the 
Marxian theories of value and wages'* Explain 

9 “The Marxian theory of surplus value follows logically enough from 
the theories of value and wages, but it is nevertlieless open to several 
grave objections’* Explain 

10 Show how the Marxian theory of surplus value is strengthened or 
weakened according to the way in which the "subsistence of the 
workeis” IS interpreted 

11 “One weakness of the tlieory of surplus value is found in the fact that 
It makes no allowance for the productive services of business enter- 
prisers and the remuneration of these services" Explain 

12 "Marx habitually and greatly overestimated the amount of surplus 
value which it was possible for the capitalist employers to receive" 
Show ivhether you agree 

13 "’Marx greatly misunderstood the significance of machinery and its 
effects on the economic status of the workeis ’’ Do you agiee? Explain 

14 Critiaze the Marxian theory of the declining rate of profit 

15 "In view of his theory of the declining late of profit, Marx had great 
difficulty in explaining why firms with relatively laige proportions of 
constant capital sometimes achieve higher rates of profits tlian other 
firms’* Explain 

16 “When Marx got around to explain ivhy firms with relatively laige 
proportions of constant capital make rates of profit which are as 
satisfactory as those of other firms, his explanation did violence to 
some of his other theories *’ Explain 

17 "It IS quite possible that, if Marx were writing today with the assist- 
ance of modern value theory, he would establish quite a diffeient 
theoretical basis for his surplus value or exploitation thesis” What 
bases could be found m the operation of modern capitalism for a 
surplus value or exploitation diesis? Explain 
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THE MARXIAN PREDICTIONS 
CONCERNING CAPITALISM 


On the basis of his analysis of the way in which the capitalistic 
system was opeiating in his day (as contained in the theoiies of 
value, wages, and surplus value) and his interpietation of the gen- 
eial manner in whicli history-making foices opeiate, Marx undei- 
took to make a number of piedictions concerning the futuie opeia- 
tion of the capitalistic system and its eventual fate These pi edi- 
tions boded no good for tlie hated capitalisuc system The Maixian 
predictions deserve and will receive a fairly detailed analysis, but 
we shall first attempt a general sketch or outline of them 
The Predictions Summarized Marx predicted tliat the futuie 
operation of capitalism would be marked by a s uccession of busine ss 
cycles and depiessio ns of evei ina easing seventy These paitial 
bieakdowns of capitalism depended upon a conflict between die 
rapidly expa nding pioductive powei of t he capitalistic system and 
Its antiUiesis, the extrem ely limited consuming power of die toi l- 
mg masse s with then "subsistence incomes As the business cycles 
lan then unceasing lound, the ow nership of capital would b e cpn- 
centiated injliejiands oLan_eyer dwii^hng number of laige mem- 
bers of the b ourgeoisie On the odiei hand, die p ioletaiiat wo uld 
become incieasing ly m isera ble This result would folloir in pait 
from die fact that the workers weie tied to su bsistence w ages in 
die face of the evei inci easing efficiency, pioductivity, wealth, and 
income of the system as a whole Again, it would result fiom in- 
cieas^ijnemployment and die development of a gi owing labor Te- 
serve As capit al becam e concentiated in fewer and fewei .hands 
and as^e pio poition o f con s tant cap ital to total ciyntal inci eased, 
die lab or icquirem ents-of the capitalistic system, would derlin^ and 
laige numbers of peisons would be unable to find woik Heie then 

799 
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IS another conflict oi contradiction between the growing wealth 
and affluence of the bouigeoisie and the increasing misery of the 
proletariat 

Everitually, conditions of monopoly would be present in almost 
ev ery field o f production, and tlieie would be an u nholy al liance be- 
tween the few lemaming industiialists and powerful banking and 
financml inteiests The dwindling number of exploiters would be- 
t come increasingly dissatisfied with the domestic operation of the 
capitalistic economy and would leach out to secure for eign markets 
In attempting to insure and piotect these markets, a policy ol im- 
pe rialism .with respect to backwaid areas would be followed witli 
the assistance of the bouigeois-conti oiled state In this international 
field, there would be coifflicts of_intei£st Jjetween diffe rent capit al- 
istic e conom ics, all in search of markets, and severe wars would be 
fought between the nations In the end, the capitali stic syste m 
would break down and collapse in ihe middle of a severe.depression 
or a 'cataclysmic war At this juncture, the members of the down- 
trodSen’pfoietariat would use up, thiow off their chains, stage a 
revolution, and take over the operation of the state, goveinment, 
and economic system The capitalistic system, which began to die 
on the day when it was born, would at long last have met its demise 
Or as Marx would say, the capitalistic system would have achieved, 
Iwith the inexoi ability of a law of nature, its own negation 

The Increasing Seventy of Business Cycles 

The Theory of Business Cycles The general Marxian theory of 
the business cycle is that known as the un derconsumption (or over - 
pr oduct ion! theor y Thei e is a great c onflic t between the enormous 
prod uctive powei s geneiated by the capitalistic system and its 
limited pow ers of consu mption based on subsistence wages for the 
toiling masses The gieat industiies of capitalism inevitably engage 
in large-scale or mass pioduction of goods of such kinds as must be 
consumed, if at all, by tlie great masses of woikers while on tlie 
other hand the distribution of income is such that these workers 
cannot purchase, at puces equal to then natural values, the eco- 
nomic goods whicli have been pioduced for them The woikers, 
since they are paid in wages only a part of the values of the com- 
modities which they cieate, cannot turn around and purchase all 
these commodities at then full values based upon the amount of 
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labol time embodied in them Capitalistic disuibution ol income is 
m conflict Avitli capitalistic pi oduction 
In Maiv’s own noids 

The l ast cause, ot all real discs alni)s icmains the p oicrty and re - 
strict ed consump tion oC the missu as compared t o the tendency of ca pi- 
talistic productiSn to de\elopT^pcodiicuw:_ forces, m sucli a way tliat 
only the absolute pouci of consumption of the entire society would be 
their limit 1 


Again, 


The conditions ot direct exploitation and those of the realization of 
surplus value are not identical Tlicy arc separated logically as uell as 
by time and space The first arc only limited by the productive power of 
society, the last by the proportional relations of the sarious lines of pro 
duccion and by the consuming power of society Tlie last-named power is 
not determined cither by the absolute prodiictise power nor by the abso 
lute consuming power, but by the consuming power based on antagonistic 
conditions of distribution, which reduces the consumption of the great 
mass of the population to a sanablc minimum within more or less narrow 
liimts 3 

And again 

The stupe ndous productise pow er dc\ eloping under the capitalist mode 
of production and Uic in CTcase , though not m the same proportion, 
of capi tal value s (not their matctial substance), which grow mudi more 
tapidly than the population, contradict tlie basis, which, compared to the 
«^ndmg wealth is ever narrow ing and Tor w hich this immense pm 
ductive jiower wo rt.s, and the condm ons, under which capital ailments 
it svalu e'xhisTst he Giuse o f crises ® 

Thus, briefly stated, it is Maix’s conclusion that 

the contradictions between the striving of capital to achieve a limitless 
expansion of production, so as to receive as big profits as possible, and the 
narrow bounds of the consuming power of capitalist society which are 
conditioned primarily by the low material standards ot the masses of the 
'vorking people, lead inevitably to crises ot overproduction * 

^ Kvrl Mvrx, Capital, Voliime 111, p 568 

- Ibid, p 286 

®Ibirf,pp 312 313 

<E Virgv, ‘‘The New World Economic Crisis 
«onn;, Jvnuary, 1938, p 22 
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However, this is another of the many points on which Marx had 
m oie than on e opinion He seems to deny his own general theoiy 
when he says 

It IS purely a tautology to say that crises are caused by the scarcity of 
solvent consumers, or of a paying consumption But if one ivere to 
attempt to clothe this tautology with a semblance of a profounder justi 
hcation by saying that the working class receive too small a poition of 
their own pioduct, and tlie evil would be remedied by giving them a 
larger shaie of it, or raising their wages, tie should reply that cnses are 
precisely always preceded by a period in which wages rise generally and 
the working class actually get a larger share of the annual product in- 
tended foi consumption® 

Maix also indicated that he was us ing the teim "overproduction " 
in a limited and lelativejense As he said 


It IS not a fact that too many necessities of life are produced in propor- 
tion to tlie existing population The reverse is tiue Not enough is pio 
duced to satisfy the wants of the great mass decently and humanely It is 
not a fact that too many means of production are produced to employ 
the able-bodied portion of the population The reverse is the case In the 
first place, too large a portion of the population is produced consisting of 
people who aie really not capable of woiking, who are dependent through 
force of circumstance on the exploitation of the labor of others or com- 
pelled to perform certain kinds of labor whicli can be dignified with this 
name only under a miserable mode of pioduction In the second place, 
not enough means of production are pioduced to permit the employment 
of the entire able-bodied population under the most productive condi- 
tions so that their absolute labor time would be shortened by the mass 
and effectiveness of the constant capital employed during working hours 
I On the other hand, there is penodically a pioduction of too many 
means of production and necessities of life to permit of their seeing as 
means for the exploitation of the laborers at a certain rate of profit Too 
many commodities are produced to permit of a realisation of the value 
andLrplus-value contained in them under the conditions of distribution 
and consumption peculiar to capitalist production, that is, too many to 
pem“ o?Te continuation of tins p.ocess witliout everrecun-.ng exp o 
Lns It IS not a fact that too much wealth is produced But it is true that 
I to „ ot ™l.I. >0 

) contradictory form® 


hicreaszng Severity Business cycles aie not only bound to oc«r 
in the operation of a capitalistic system but theytendto^ome m 


® Kirl Marx, Capital, Volume II, p ^75 
0 Kill Mux, Capital, Volume III, pp 302-303 
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cr cnsinRly s cyeje as time g oes on Aftei each tlepiession, theie are 
fewer sunning capiulist employcis and the pioductive wealth ol 
the sjstem is conccntiated m fewer hands Competition is keen and 
the suivning c<apitalist cmployeis, in then quest loi pioductive ef- 
ficiency, imest evei laigei piopoitions of then gi owing individual 
capitals in machineiy and othci forms of constant capital On the 
other hand, this same development sharply limits the dnect labor 
requirements of the films, an4 while i datively lew workeis aie em- 
ployed, then wages aie still tied to tlic subsistence level Thetefore, 
the foices which cause the pioductnc pow'ei of the capitcdistic 
system to increase fiom cycle to cycle also cause the woikeis, with 
their subsistence incomes, to be e\ei moie comjilctely unable to 
take fioin the market, at puces which will give the capitahst-em 
ployeis the latcs of suiplus laliie and profit which they e\pcct, the 
commodities which capitalistic industiics are able to pioduce The 
conflict between mci easing pioductive jioiver and limited effective 
consuming powci glows wovse and rvoisc, and each business cycle, 
brings the capitalistic system neaici to its eventual doom 
The Vritduy of the Prediction In evaluating Maiv’s attitude on 
the subject of business cycles, we sh all n ot be,p.iimaiily conceined 
with the un dei consumption ovcrpioduction theoi y as such, loi a 
complete analysis of this theory would take us fai afield How'ever, 
we may say that, m general, the attempt to find a single factot ev] 
plan ation o f the business qxle is asjinfprtunatc as the attempt to 
find a single-factoi explanation of the values of commodities Even 
those economists who detect an element of truth in the Marxian 
explanation of the business cycle would not be likely to claim that 
IS a sufficient and adequate theory Whatevei may be the division 
of income as between die workers on the one hand and landow’ners, 
capitalists, and enterpuseis on the other, there would seem to be no 
icason why capitalistic production could not be adjusted to turn 
out the ii|ht goods in the right quantities for every class of income- 
rcceivers Entcipnsers certainly do not aim to pioduce goods that 
cannot be taken off the market by the people for whom they are 
produced, and, if this result seems to occur horn time to time, it 
should be attnbuted peihaps to the anarchy of capitalistic produc- 
tion and enors in forecasting effective demand in the market 
rather than to an insufficiency of purchasing power on the pait of 
file workers Even if it were possible to agiee with Marx that the 
insufficiency of the workers’ put chasing power is the cause of de- 
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piessed business conditions, it is diiHcuk to^ee why this fa ctor by 
itsek^hould cause business to lun in_ cycles of boom and_de£i ession 
If tlie workers, yeai in and yeai out, leceive in wages only a frac- 
tion of tlie values which they aeate and if the commodities which 
they produce are of such a kind that they must be sold back to the 
woikers if they aie to be sold at all, we may see that the result 
would be relative ovei production oi undei consumption and de- 
piessed business conditions, but such a state of depiession should 
appaiently be constant and permanent rather tlian leciiiimg Since 
the woikers aie always incapable of buying the goods which are 
pioduced for them, it is difficult to see just what would cause de- 
piession to turn into a new boom peiiod every so often These and 
many othei objections may be laised concaning Marx’s theory of 
business cycles 

Again, we a re not going to argue whedier Marx was right in say- 
ing that business cycles, legardless of specific causes, are mevUable 
under caprEalianT ‘f6r“it would seem that a rather good ar^ment 
could be made out foi this point of view Our chief concern is with 
the validity of the proposition that business cycles in tlie capitalistic 
system te nd to becon m inaeasing ly severe as time goes^.n Has 
thi s pi edi ction actually piote d to be valid ? If we take the prediction 
to mean that business cydes ivould become moie seieie in__ an 
absolute sense, we must admit the validity of the pr edicti on There 
can be litde doubt that the great business cycles of today aie bigger 
and better than tliose of many yeais ago However, this result was 
almost completely automauc and unavoidable If, under noimal 
conditions today, oui laige economy has a much largei number of 
enterprises, a larger numbei of workers, and a gieatei total of 
physical producuon than it had many years ago, it ivould be ex- 
pected tliat, when a depression came along, there would be more 
business failures, more unemployed woikeis, and a gieatei slump 
in physical production than occuned in the depressions of many 
years ago 

If, hoivever, we change the question and ask whether business 
lepressions are lelaUveJy moie jeveie today tlian they uere years 
igo the answer isTmTiHilj so obvious If in oidinary times today 
■ve have a working foice of 45,000,000 workers and 15,000,000 of 
Iiese woikers become unemployed in a gieat depiession, unem- 
ployment IS relatnely no more severe than in an earlier depiession 
n which It leaclied, foi example, 4,000,000 l^orkers on the basis of 
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a normal labor foice of 12,000,000 workers To have 5000 banks 
fail out of 20,000 is i datively no woise than to have 1000 banks fail 
out of 4000, and so on In other words, if we always related the 
magnitude of depiession events to the bases from which they 
started, we could not be sure of finding that modern depressions 
are more severe than those of Marx’s time Many people today, 
basing their opinion largely on their vivid lecollections of the great 
depression after 1929, would be willing to argue that modern busi- 
ness cycles are both relatively and absolutely moie seveie than 
those of many years ago, but if we go back to read the things 
which people wrote about the seveie depiessions of 1837 or 1873, 
tor instance, we get the impiession that the cycles of those days 
seemed as severe to those who experienced them as modern cydes 
seem to us 

Whether or not the prediction with regard to die increased 
severity of the business cycle is regarded as having come true, it 
may well be that the prediction had consi derable pw spectwe^yn- 
li dity as of th e time w hen Marx was formmg Jiiuipimons Before 
the Industrial Revolution, business cydes in the modern sense 
hardly existed There were undoubtedly we ather cycles and crop 
cyc^s, and people in general were probably better off in some 
years than in others, but business cycles as such could hardly be of 
muc^mportance until tEe^stem of roundabout, large-scale, spez 
cialize d produ ction wit h its dgpendence on. the coraplic_ated ex- 
change and credit mechanism had developed Marx, on the basis of 
his studies of economic conditions as they had existed in the lela-/ 
lively uncomplicated times before the development of modem 
capitalism, could hardly have remained unimpiessed by die recur- 
ring depressions of 1837, 1847, 1857, 1866, and 1873 which he ob- 
served And he may peihaps be forgiven foi thinking that business 
cycles, if they weie not already becoming moie severe, ivould cer- 
tainly do so in the future 


The Conccnliation and Cenhahzation of Capital 

The Concentration of Capital Anothei Marxian prediction con- 
cerning the future of capitalism had to do with die concentration 
and cent ialiration of capital The concentration of capital lefeired 
only foTlie tendency foi capital as a whole to accumu late Stai ting 
I'lth the piimitive accumulation of capital thiough expropiiation. 
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the capitalist-employers have always convei ted a large part of then 
sui plus valu e into more capi^ In turn, more ^apitaritneant " the 
ability to employ moie woi leers, moie exploitation, more suiplus 
value, moie capital, and so on and on Capita l tlius ten ded to m- 
ciease_i n to tal size hke. a snowball i oiling dow n bill , arid Marx 
predicted that the accumulation of capital under capitalism would 
^continue far into the future In this pait of the prediction, theie 
was no lefeience to tlie concentiation of the growing stock of 
capital in the hands of fewei and fewei capitalist-employers, al- 
though some people do find in it tlie notion that, in the future, addi- 
tions to the total stock of capital will piobably pass primarily into 
the hands of the capitalist-employeis who are aheady laigest 

In speaking of the simple accumulation or concentration of cap- 
ital, Maix said 

A certain accumulation of capital, in the hands of individual producers 
lof commodities, forms iherefoie the necessary preliminary of the spe- 
cifically capitalistic mode of production We had, therefore, to .assume 
that this occurs during the transiuon from handicraft to capitalistic in- 
dustry It may be called prinume^a^mulation, because it is the histor ic 
b^is, instead of the historic result of specifically capitalist production 
How It itself originates, we need not here inquire as yet It is~enough that 
It forms the starting point But all methods for raising the social pro- 
ductive power of laboui that ne developed on this basis, are at the same 
times methods for the increased production of surplus-value or surplus- 
product, winch in its turn is the formative element of acatmuintion They 
are, therefoie, at the same time metho^ of die production, of capitaLby 
capital, or methods of its acceleiated accumulalion The continual re- 
transformation of surplus value into capital now appears in the shape of 
the increasing magnitude of the capital that enters into the process of 
production This in turn is the basis of an extended scale of production, 
of the methods for raising the productive power of labour that accom- 
pany It, and of accelerated production of surplus value If, therefore, a 
certain degree of accumulation of capital appears as a condition of the 
specifically capitalist mode of production, the latter causes conversely an 
acceleiated accumulation of capital ^Vith the a_cnunulauqn_j 3 f_ rajiital, 
therefore, the specifically capitalistic mode of production develops, and 
With the capitalist mode of production the accumulation, of capital Both 
these economic factois bring about, in die compound ratio of the im- 
pulses they lecipiocally give one another, that change in the technical 
composition of capital by which the variable constituent becomes aiaajs 
smaller and smaller as compared with the constant Twojioints chac- 
ac tenz e this kind of concentration which grows directly out of, or rather 
IS IdSni^aTwith, accumulation First The increasing concentration [ac- 1 
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cumuliiinn] of the soci.il niLiins of piotluction in the hnnds of indnidinl 
capinlisis 15, other things remaining equal, limited b) the degicc of 
increase of social ticalth Second The part of social cnpitil domiciled m 
each particular sphere of production is di\idcd among many capitalists 
ul'o lace one mother as independent commodity producers competing 
uith each other t 

lint this IS only a pan of the pioccss of capital clctelopment 
The othci part is fovnid in the ctnii all/, iiioii. oL. capital oi the 
tendency foi alicady_c\i!.ting_capital, without icgaid foi its ac- 
cumulation, to become conccntiatcd in the hands of a sinallei and 
smallei ntimbei of laigci and laigei capitalists As Maiv says 


It IS concentration of capitals already formed, destmenon of then indi 
Mdual independence, cxpiopiiaiion of capiialist by capitalist, transforma- 
tion of many small into ftu large capitals Tins process diifcis from the 
former in tins, that it only presupposes a change in the distiibution of 
capi tal atre .idy to hand. ,ind~functiDniiic,~iir'fin H or~ a ciibn is thcrcfoie 
not Ti mitc d G^ie ahsoltitc grtnCth of social _u cal th, by the absolute limits 
of accumulation Capital grows in one place to a huge mass m a single 
hand, because it has in another place been lost by many This is centrali- 
sation proper, as distinct from accumulation and concentration 


The jiiws of this centrahsa tiqn of_capitaIs, or of the attraction of capital 
capital, can not be des doped. here A brief hint at a few facts must 
suffice The battle of competition is fought by cheapening of commodi- 
ties The cheapness of commodities depends, caeicus paubus, on the pro 
ductncncss of labour, and tins again on the scale of production There- 
fore, the lar ger capitals beat t he smaller It svill further be remembered 
that, with clio^dcscldpment of the capitalist mode of production, tbcic 
« an increase inTlie minimum amount of individuai capital necessary to 
carry on iTbusmess under its normal conditions The smaller capitals, 
therefore, crowd into spheres of production winch Modern Industry has 
only sporadic.illy or incompletely got hold ot Here competition rages in 
direct proporiion to the number, and in inacrse proportion to the magni- 
UidK, of the antagonistic c.ipitals It alway s ends in the rum oI many 
suiall capital ists, whose capitals partly pass into the” hands of their con- 
quer ors, partly vanish Ap.art from Jus, with capitalist production an 
altogether new force comes into play — ^thc credit system 
In us beginnings, the credit system sneaVs In as“a modest helper of 
accumulation and drasvs by invisible threads the money lesources scat- 
H the surface ot society into the hands of individual or asso 

ciitcd wpitalists But soon it becomes a new and formidable weapon in 
'c co mpetitive str uggle, and finally it transforniSitsclf-anto an immense 
jScchamMr for the ccntrahsation of _c;>p\tals Competition and 
— It, tnelrvo'moS ^werful levers oF com^tition de\elop xn piopor 
’ Ksrl U'\r\ GapjtaU Volume T, pp G84 68G 
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tion as capitalist production and accumulation do Nowadays, then, 
j the mutual attraction of individual capitals and the tendency to centrali- 
I sation are stronger than ever before s 

The process by_ means of which the larget capuals beat the 
smaller and one capitalist kills many also apparently is clos^ con- 
nected_with the le curr ence of business dep ression s In each de- 
I pression, the smaller and weaker capitals are unable to stand the 
I stiain and fall by the wayside The smaller capitalists may, m some 
cases, become co-partners of the laiger capitalists aiding in the 
work of management and sharing in the profits, but more commonly 
they sink into the proletaiiat and degeneiate into paid workers 
, When the depression is over, the surviving capitalist-employers 
1 continue their intense competition They strive to increase efficiency 
and cheapen their commodities, but this requires a more extensive 
use of machinery and an increase in the pioportion of constant 
capital in their businesses This, in turn, leads to a reduction m 
their direct laboi requirements and has an unfortunate effect on the 
total income and consuming power of the toiling masses The 
capitalist-employers are unable to sell their products at prices which 
will produce the rates of surplus value and profit that had been 
expected on the basis of the labor-time put in by the workers in 
1 elation to the laboi -time required to produce their subsistence A 
I new depiession based on relative overproduction and undercon- 
t sumption appears and once moie the smaller of the remaining 
capitalist-employers are eliminated Their capitals aie paitly ab- 
sorbed by the lemaining capitalist-employers and partly vanish 
' After the depiession is over, the surviving capitalist-employers stage 
I the same show all over again, and so on and on, until only monop- 
olies survive 

Tlie Validity of the Prediction Have the Marxian predictions 
with legal d to capital development proved to be valid^ In othei 
words, if Marx weie alive today, would he be satisfied with the 
piesent degiee of accumulation and centralization of capital in the 
United States as an indication that his piedictions with respect to 
capital development had come true? It is our impiession that Marx 
would not be at all displeased with what he would find in the 
United States today Cei t ainly tli e accumul^iqn of capital has gone 
on rather steadilj since Maix’s day and the piesent social jtqck of 


Ibid , pp 686 687 
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capital IS fai gieatei than that which existed in the 1880’s It might 
also be aigiicd that additions to the total stock o£ capital are now 
made and mvned piimaiily^y the laigei firms in mcw of the tact 
that in i9'17 the Ameiican corporations with assets of $1,000,000 or 
moie were lesponsible for 88 per cent of the total savings of all 
cotpoiations in tlie nonfinancial group, though drey made up only 
5 pel cent of the total nuinba of these corporations ® 

The ev idencc on the question of centraliration of capital is also 
in favor of Maix’s picdiction in a general way As we have seen, 
corporations transact around tw'o-thirds of the total volume of busi- 
ness in the United States, and own neaily 80 pei cent of all business 
wealth The ownership of coiporate wealth is highly concentrated 
In 1937, corporations w'lth assets of less than $50,000 each made up 
35 per cent of all corpoiations by numbei but owned only 1 5 pei 
cent of total corporate assets On the othei hand, the 394 largest 
corporations owned about 45 per cent of all corporate assets, though 
tliey made up less dian 0 1 per cent of the total number of corpora- 
tions There were some 30 “billion-dollar” coipoiations in the 
United States Each of the laigest two of these coipoiations had 
largei total assets than any of 38 of our 48 states, and the smallest 
of the 30 corpoiations had total assets greater than any one of 18 
of our states “ In 1936, the 200 largest nonfinancial corporations 
had total assets of over $75,000,000,000, oi something like one-fouith 
of the national wealth In 1937, the coipoiations winch had net 
incomes of less than $5000 received less than 2 pel cent of die total 
income of all coiporations filing income tavretuins, though they 
made up 65 pei cent of the total numbei of these corporations On 
the other hand, 248 corporations at the top ol the heap received 40 
per cent of the total net income of all corpoiations, though they 

made up onl) 0 1 pei cent of the total numbei of coipoiations with 
incomes 

It is often contended, of course, that this gieat concentration ol 
pioductive wealth and income in the hands of a small number ol 


Nii'onai Economic Comimuet, / mnl Statement of Scnaloi JoKph 

6 

Committee, The Structure of the American Economy 
Priming Office, 3939 pp 274 276 

Statement of Senator 



810 COMPARATIVE ECONOMIC SYSTEMS 

laige films is not very significant because the coip oiations th em- 
se lves a ie widely owned The ownership of coipoiate stocks is 
widespiead, and it is ivell known that many large corpoiations have 
many thousands, oi even hundieds of thousands, of stockholdeis 
On the othei hand, while many people own stocks m corpoiations, 

' It seems that i da tively f ew people own l aige num b eis of shaie s, foi 
It IS estimated that one-half p^all dividends ,p^_in_the United 
St ates are le ceiyed by st ockholdeis whojcqmpii^ less than 1 pei 
ce nt of all Ameiican corporate stockholdeis In any event, it is cleai 
enough that in the case of our coiporations the question of ownei- 
ship is not nearly so important as that of contro l, and most of the 
corporations, howevei widely they may be owned, are co nti oi led 
by a yeiy small number of individuals The simple fact is tliat most 
holders of corporate stocks have viitually nothing to do with die 
control oi management of the businesses and aie puie absentee- 
owneis The laige corporations, besides being conti oiled individu- 
.aliy by a small number of people, are connected with each other in 
many cases thiougli int erlocking diiectoi. afes or dii ough dealing 
with the same investment banking Jiouse, or . in ot her ways Some 
membeis, at le'asT, oTthe conti oiling group of one large corporation 
aie likely to be membeis of the controlling groups of other laige 
corporations 

The concentiation and c ential ization of capital has_not_come 
abo uj~irr Tlir liiannct winch Maix prescribed Dhly a confiimed 
Marxian could see in the great accumulation of capital which has 
occuiied in the United States ovei the past century nothing moie 
than the pl owing back into capital of giea^mpu_nt£_ofjuipIus 
value_deiived fiom the exploitation of the workeis With regard to 
the centralization of capital, it is ceitain that Marx, m eant^ cgntrajt' 
zation of oivneiship, for the roi porati on as a_Iorm of busines s, oi- 
ganliSuSiTh^ developed largely, diough not.entiLeIy, sinc^his 
timnVhdeldari: 'could not foresee the part that corporations 
would plhy in modern economic life, there is little reason to think 
that he would be dissatisfied with modern concentiation of the 
control over capital as a substitute for his predicted concentration ] 
of owneiship On the other hand, it may be admitted that the lather 
widespread ownership of wealth and capital affords our capitalistic j 
system some protection against icvolutionaiy tendencies Capital has 
accumulated m oui system to an extent that would probably satisfy 
Marx but the centralization of capital has not yet become so gieai 
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as he pre dicted That is, it has not reached the point at which each 
j industiy or business is dominated by a monopoly, though theie aie 
I some people who ivould agree that we are rapidl)[_ getting to tliat 
I point 

~We cannot be sure ]ust on what basis Maix made his piedictions 
conc erning~tIm~con centratio h and centrali75Iign~of~cgpit al They 
may have been based in pait on his ob servation o f eco nomic de- 
velop ment in Eng land and o ther capitalistic co untries In the early 
decades of modern capitalism (after tlie Industiial Revolution), 
business enteiprisers compiised the relatively scaice productive 
factor and thousands of individuals lushed in to become enter- 
prisers, with the lesult that most of them failed to suivive, though 
industry and business as a whole managed to glow lapidly On tlie 
other hand, theie is some reason to suspect that tliese piedictions 
concerning capital weie deiived laigely on an a puou basis fiom 
his th eories of value, wages, a nd suiplus value The concentration 
of the growing capital of the system in the hands of a dwindling 
number of magnates was useful, as a concept, in another thesis- 
antithesis arrangement, with the maeasing misery of the proletaiiat 
as the opposing factor 


The Increasing Misery of the Proletariat 

Explanation of Increasing Misery The doivn trodden workers or 
members of the proletariat grow increasingly miserable in one sense' 
because, with the wages of labor held doivn to a subsistence level, 
all increases in tlie efficiency and productivity of the capitalistic 
system and in its total income go to swell the amount of surplus 
value received by the exploiUng bourgeoisie To a gieat extent, how- 
ever, Marx did n ot hav e this matter in mind in refer ling to the in- 
^ Ra sing misery of the p r oletaria t He'meanrmstead’the fact tli’at, 
die members of the proletariat inci eased because of the elimina- 
tion of the smaller bourgeoisie, tlie rela tive need foi labor in tlie 
mdu stties and businesses of Ae system, as~ operated the' capital- 
tstemp^CTs, tend ed to declin e The increas ed use of machinery 
tended to displace workers and reduce the direct labor requiie- 
nients of the industries and businesses of the system “As individual 
enteig^ ses increased in s ize, the pioportion of constant capital to 
t^P »al also increas edTand there was aTelattve-d edlne in the 
mount of variable cap ital which was used to make wage payments 
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to woikeis Finally, the recur ring ciise s oi bus iness depiess ions 
added gieatly to the sum total o£ unemployment, and many of the 
cyclically unemployed weie unable to regain employment aftei each 
depiession came to an end All these conditions tended to cieate 
a gieat leseive of laboi oi lelative ovei population, and m this situa- 
tion the miseiy of the proletariat as a group could only inaease 
As Marx explained the piocess 


The specifically cap italist mode of prod uction, the development of the 
productiv e po ivei of labour coiresponding to it, and the change_^ncc 
resultmg m the organic composition of capital, do not mere ly beep^pace 
with the a dvance of accumulat ion, or with ^e gro wtli of social n ealtli 
They develop at a much quicke r lat e, bec ause m e re a ccupiulation, the 
'absolute increase of the total social capital, is accompanied _by_tlj£_cen- 
traIis^Uon_pf the individual capitals of which tliat-total-is-ma de u p, and 
becau se th e change in ^he technological com position of the additiona l 
capital go eT h and in hand with a similar chan ge. .in. tliC— techn ologic al 
composmpn_pf the original _capital With the ad vance of accumulat ion, 
theiefore, the propoition of constant to variable ca pital changes If it 
was originally say” 1 1, it now becomes successively 2 1, 3 1, 4 1, 

5 1,1 1, etc , so that as the capital increases, instead of % of its total 

value, only %, Vs, Vc, h, etc, is transformed into labour-power and, 
on the other hand, % Vi, %. %. tnto means of producuon Since tlic 
demand for labour is determined not by the amount of capital as a whole, 
but by Its variable constituent alone, that demand falls piogressively with 
the increase of the total capital, instead of, as previously assumed, rising 
in proportion to it It falls relatively to the magnitude of the total capi- 
tal, and at an accelerated rate, as this magnitude increases Tins 
accelerated relative diminution of the variable constituent, that goes along 
with the accelerated increase of the total capital, and moves more rapidly 


than this increase, takes the inverse fopn, at tlie other p gle, of anjppar- 
ently absolute increase of the labouring population, an increase always 
moving"mbr^apidly than that of the variable capital or the means of 
employment nut in fact, it is capitalistic accumulation itself that con 
stantly produces, and produces in dirett ratio of its own energy and 
extent, a relatively redundant population of labourers, le, a population 
of greater extent than suffices for tlie average needs of the self-expansion 
of capital, and therefore a sur plus-popula tion « 

The labouring populationTheriwiei^oduces, along with the accumu 
lation of capital produced by it, the means by which itself is made rela- 
tively superfluous, is turned into a relative surplus population, and it 
does this to an always increasing extent Thi^isji.law.oLpopulatipn^c 
crhar to the capitalist mode of production, and in fact every speaal 
histone mode of production has its own special laws of population his- 
torically valid within us limits alone An abstract law- of population exists 


« Kiri Mirx Capital Volume I, pp 690 691 
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for plants and animals only, and only in so far as man has not interfered 
with them But if a surplus labounng population is a necessary product 
of accumulation or of the development of wealth on a capitalist basis, this 
sur plus pop ulation b ecom es, conversely, the lever of capitalistic accumu- 
lation, nay,ir condign of existence of the capitalist mode of production 
It fbr nis~a U isposabl e industrial resetve arm y, that belongs to capital quite 
as absoiutSTy as it th^latter had bred it at its own cost Independently of 
tlie limits ol tlie actual increase of population, it creates, for the changing 
needs of the self expansion of capital, a mass of human material always 
ready for exploitation ** 

Ina eases in the sire of the industrial leserve army are connected 
with cyc lical fluctuations a s w ell as with the grow th andjchanging 
tec hnical com position of cajiital 

The course characteristic of modern industry, viz , a decennial cycle 
(interrupted by smaller oscillations), of periods of average activity, pro 
duction at high pressure, crisis and stagnation, depends on the constant 
formation, the greater or less absorption, and the re formation of the 
industrial reserve army of surplus population In their turn, the varying 
phases of the industrial cycle recruit the surplus population, and become 
one of the most energetic agents of its reproduction to 

Again 


The industrial reserve army, during the periods of stagnation and 
average prosperity, weighs down the active labour-army, dunng the 
periods of overproduction and paroxysm, it holds its pretensions in check 
Rel auve siirplus popu lation . is therefore the pivot upo n which the law 
of danand and sup ply of labour vvorks It confines the field of action of 
this law within the limits absolutely convenient to the activity of exploi- 
tauon and to the domination of capital 


The existence of the industrial reserve army is also closely con- 
nected with the m ethods whi ch th e capitalist- e mployer sjuse in ex- 
tracting surplus value from the workers 


The over-work of the employed part of the working class swells the' 
ranks of the reserve, whilst conv ersely the greater pressure that the latter 
by Its competition exerts on the former, forces these to submit to over-; 
work and to subjugation under the dictates of capital The condemnation! 
ot one part of tlie working class to enforced idleness by the over work of 
t e other part, and the converse, becomes a means of enriching the indi- 
vidual capitalists, and accelerates at the same time the pioduction ot the 
tndustrial reserve army on a scale corresponding with the advance of 
social accumulation's 


“IM,pp 692 693 
’“IM.p 694 
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18 ihiti , p 698 
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Theie was no doubt in Marx’s mind as to the effects of all these 
things on the s tatus and g eneial wcllaic of the pioletaria t as a 
whole As Maix said in a famous passage 

Within the capitalist system all metliods foi raising the social pro 
ductiveness of labour are brought about at the cost of the individual 
labourer, all means for the deielopmtnt of piodiiction tiansfoim them 
selves into means of domination o\ei and t\ploii,iiion of, the piuduceis, 
they mutilate the labouier into a fiagmcnt ot a man, degrade him to the 
level of an appendage of a machine, destroy evciy remnant of charm m 
bis work and turn it into a hated toil, the) estiange lioin liim the intel 
leciual potentialities ot the labour-process in the same pioportion as 
science is incotpoiated in it as an independent powei, they distort the 
conditions undci uhich he woiks, subject him during the labour process 
to a despotism the moie hateful foi its meanness, they transform his 
life-tinie into working-time, and diag his wile and child beneath the 
wheels ot the Ju^ernaiit of capital But all methods foi the production 
of surplus value are at the same time methods of accumulation, and 
evei) extension of accumulation becomes again a means for the develop 
ment ol these methods It follows theielore that m propoition as capital 
accumulates, the lot of the labourer, be his payment high or low must 
grow worse The law, finally, that always equilibrates the relative surplus 
population, 01 industiial lesene aimy to the extent and energy of 
accumulation, this law rivets die labourer to capital more firmly than the 
wedges of Vulcan did Prometheus to the rock It establishes an accumu- 
lation of misery, corresponding with the accumulation of capital \ccu 
mulation of wealth at one pole is, therefore, at the same time accumula 
tion of misery, agony of toil, slavery, ignorance, brutality, mental degra- 
dabon, at the opposite pole 

The Actual Validity of the Prediction We must now attempt to 
see whethei the woi king classes oi pi oletai lat unclei capitalism have 
actually suffeied the homd fate of inci casing misery which Marx 
piophesied for them The answei depends in pait upon the meaning 
which IS attached to “in ci easing m iseiy ” Does it mean that the 
woikeis, consideied entiiely by tliemselves, grow woise off econom- 
ically thiough time? Oi does it mean that the woikeis, while hold- 
ing then own in legaid to leal wages oi standaids of living, grow 
worse off in i elation to the bourgeoisie because the gap between 
ndi and pool widens instead of conti acting? In othei woids, is it 
ab solute incLe3.s«Ug-Pi§<iry oi .relative incLcasing misery’ Tlici£ is 
qui te genera l agrecment_tliat_M arx usua lly mea nt ab solute increas 
ing miseiy, but, li this is true, there are some theoretical matteis to 
be considci ed 
VO Ibtd , pp 708 709 
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In the fust place, hon do individuals, who aie on a bare sub- 
sistence standaid ol living to begin with, become increasingly mis- 
eiable’ How can they? It would seem that individuals who are 
on a subsistence standaid of living could only maintain oi improve 
then economic lot If then condition changed foi the worse, they 
could no longer subsist and would picsumably depait this life for a 
betiei one But, itjDaa.y-bc_ob]cctcd, &tai v did not mean thatjem- 
ployed worhcis w ould su lTci.. ina casing niisc iy He mean t th at 
theie would-be increasing mi sciv foi the p roletariat as a whole, be- 
cause, as the prolctai i.it increased in size, an cvci smaller propoi tion ' 
of Us membeis would be needed foi woik in industiy and business 
because of the changing oiganic oi technical composition of capital 
and increased use of machine! y However, this does_not help_us 
iciy much It only a part of the inembcis of the pioleiaii.it are em- 
ployed and those who aie employed still leceive subsistence wages, 
how do the unemployed membeis of the proletaiiat m<in,igc to live? 
If the employed members ol the gioup shaicd their subsistence 
wages with the unemployed membeis, they themselves would be 
unable to live We knoiv, of coiuse, tlie modem answer to this ques- 
tion in terms of unemployment insurance, diicct relief, PWA, 
WPA, and other things, but Mai\ could liardly have foreseen these 
developments 

Again, there aic some tlico retical objections to the Maixian 
process by means o f which the industiial_ res erve arm y of unera- 
ployed IS to be creat ed In the fiist place, we have seen tliat it is a 
lather ina dequ ate slioi t-run opinion whidi holds.tiiat laboi is dis- 
place^n t he whole, bj mac hinei y Actually, over any consideiable 
peiiocTortmie, the introduction of laboi -saving machineiy cieates, 
or peimits the creation of, as much employment as it destioys 
Again, there is notli^g about a declme.in the rel ative pioporlion ol 
ran kle cap ital to c onstant capital whichjnecessanly produces a de- 
c itie in the totajL Remand for laboi and increased unemployment 
even if we agree with Maix that vaiiable capital is the only source 
0 t le demand for labor In othei words, the volume of employment 
would still depend upon the absolute amount of vaiiable capital 
510 not upon tlie pwpoitton of vaiiable capital to constant capital 
or to total capital Foi example, if a fiim foimerly had a total 
«pital of ?100,000 composed in equal parts of constant and variable 

pitdl, and now has a total capital of ?300,000 composed of one- 

urth variable capital and thiee-fouiths constant capital, variable 
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capital has decreased by one-half as a propoi lion of total capital but 
it has incieased m absolute amount fiom $50,000 to $75,000 If the 
ivoikeis leceive subsistence wages in both cases, it is obvious that 
$75,000 a year ivill employ more woikers than $50,000 a yeai legaid 
less of the proportions of these sums to total capital Theie is 
nothing about a decline in the pioportion of vaiiable capital which 
needs to i educe the total demand for labor and increase unemploy- 
ment These results would occur only if the shift to constant capital 
went forward at a more lapid rate than total capital accumulation, 
and on this point we have no evidence otlier tlian Maix’s assertions 

If ina easing misery is interpieted in the absolute sense, i.e , with 
exdusive relerence to the economic lot of the workers themselves, 
there is little evidence in our capitalistic system today that Marx's 
prediction fiar^me tiue To be sure, we 'have various groups ol 
woikers even in modem times who are at or near a subsistence 
standard of living, and it may even be true that there aie some 
small groups today whicli are worse off than then ancestors were in 
Marx-’s time, but on the whole there is general agreement that the 
average leal wages and standard of living of the woikeis of this 
country have improved immensely from Maix’s day to the present 
time One study of the purchasing powei ol hourly wages in all in- 
dustnes in the United States from 1850 to 1912 indicated that real 
hourly wages had increased from an index numbei of 46 8 to one 
of 103, Ol by about 120 per cent®® Another study of real wages in 
the Umted States concluded that there had been an increase of 
more than 300 per cent in the real wages of the American workei 
bom 1791 to 1932 Somewhat less su iking but on the whole com- 
parable increases in real wages have occurred in other capitalistic 
countries In addition to such ina eases in leal wages, our workers 
have leceived an increasing volume of direct social semces from 
I'arious governmental units On the otliei hand, these gains may 
lave been cancelled to so me extent by such facrois as m^easmg 
economic insecurity We alwa^-s seem to have an unemployment 
problem in modern times, and in times of severe depression it is a 
nonstious pioblem There is definitely something wrong with an 
economic system that cannot avoid a laige total of unemployment, 

20 iv I King, The Wealth and Income of the People of the United Stales 
Vew York The Macmilhn Comp.iny, 1915. pp 189 190 , ,, , oa 

21 R S Tucker, “Re.il Wages Under Laisser raiie,” in Barron s, October /o, 

933 
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but our judgment o[ unemployment as a souice of ina easing misery 
should be tempeicd to some extent by the knoivledge that people 
who aie “on ^^TA” in modem times have highei slandaids of liv- 
ing than the full-fledged woikei of Maix's day 

If incieasing miseiy is mtcipietcd in the relative sense, a some - 
uhat stiongci aiguincnt_can_be_inade fot_tlie validuy’ of Maix’s 
piedictipn AVhilc some intcipicteis of Maix insist that he could not 
have been lefciiing to lelative incieasing miseiy, it seems obvious 
to us that he did emplo y th is concep t_.a_t times, as, foi example, 
uhen he spoke of all inci eases in the pioductiiity, efficiency, and 
total income of the capitalistic system going to swell the amount of 
suiplus value leceiied Iiy the bouigeoisie while the workers lagged 
behind on Uieii subsistence wages On the basis of this concept, it 
is possible to aigue that the workers of oui country have become m- 
cieasingly miserable in the sense that the gap between then aveiage i 
incomes and those of the i eal magnates of capitalism has widened ' 
instead of nariowing since Marx’s time Of couise, we do not have 
leliable data on tlie distiibution of tlie national income among 
peisons as of 1850, but studies that hate been -made fiom 1918 to 
the piesent day ccilainly do not indicate that inequality in the 
peisonal distribution of tlie national income (before taxes are paid) 
« grouing any less as time goes on However, while the prediction 
of relative increasing misery may be moie nearly valid tlian that of 
absolute increasing misery, it is not as powerful an indictment of j 
tile capitalistic system, and the existence of increasing misery in the i 
relative sense may be less likely to lead to the breakdown of capi- 
talism 

The supportcis of Marx haxc in general been rather disturbed 
about his prediction of inci casing misery for the proletariat Some i 
have almost denied that he evei made the prediction while others ] 
have indicated that, even if he made the piediction, he did not,' 
really mean it It is so metim es ^contended t hat in creasing misery 
should be jnterpreted in-a.psycliological ratlier than a material 
sei^ That is, the woikeis today are better off than they used to be 
but they feel worse off oi think tliat tliey aie worse off They are 
moie conscious than formeily of their relatively lowly position and 
of their lack of control ovei then own lives The ratio of their satis- 
fied wants to then total wants is lower tlian it was many yeais ago, 
not because they are less well supplied with goods than formerly 
but because tliey aie conscious of a greater range of wants 
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Concern is also sometimes expiessed ovei tlie piediction of in- 
creasing misery £oi the proletariat because it is thought that this 
piediction is inconsistent with Marx’s other piediction that the 
proletaiiat ivill one day use up and take over the capitalistic system 
How, It IS asked, can the pioletaiiat become moie miserable and 
also stion gei at the same time? Hoiv can it become an increasingly 
stiong 1 evolutional y~fbTcF though weakei in othei respects’ Cde, 
for example, mentions this pioblem and goes on to leject the rela- 
tive co ncept of ina easing mise iy as inconsistent widi Maix and the 
absolute rancept of ina easing miseiy as inconsistent witli_the facts 
His oivn solution is that Marx would have admitted that the wages 
and standaids of living of the proletariat may impiove so long as 
the capitalistic system is advancing and developing, but that Maix 
meant t hat the eco nomic lot of the proletaiiat would becomFiTOise 
iftei the capitalistic system had i cached the peak of its development 
ind had begun to go downhill — a development which is alieady in 
ai ocess 

The Prospective Validity of the Piediction. On the whole, the pie- 
liction of the inci easing miseiy of the pioletaiiat has tuined out 

0 be ong ^f the least satisfactoiy o f the Marxi an _piedictions but 
heie may have been ^'odTeiions why Maix should have made the 
nediction at the time when he iras ioimmg his opinions In his 
tudies of tlie fiist few decades of economic life aftei the Indusuial 
^.evolution in England, it is difficult to see how Maix could haie 
oncluded that modem capitalism had been oi would be a boon 

01 the woikeis^Large numbeis of workeis had been gatlieied fiom 
he country and aowded into the industiial towns and cities whicli 
lad, at best, most piecaiious facilities for receiving and caiing for 
hem The workers sometimes lived 15 or 20 to the small pooily 
onstructed loom under incredibly bad sanitaiy conditions They 
voiked enoimous woi king-days in jerry-built factoiies, with almost 
unbelievable iisks to life, limb, and geneial health And then le- 
waid for all this consisted of extremely low wages and an untimely 
end But notliing tliat we can say on tins subject is likely to be moie 
ellecuve than Maix’s own illustrations Let us considei some of the 
evidence on which he based his conclusion and piediction 

I Quoting a lepoit on the lace trade, Marx said 

^ V there was an amount of privauon and suffering among that portion 
of the population connected with the lace trade, unknown in other paits 
asG D H Cole, What Mar\ Really Meant, p 110 
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1 in ihp nviliTcd voild Children of nine or 

iL\MtrMc”draggcd from their squalid beds at two, three, or lour 
n’riwl. in the morning and compelled to uorh for a bare subsistence 
ten ^kveT ot fvvclve at night their limbs nearing away, then 
Itames dtsindling their laces whitening, and then 
sinking into a sionchkc toipor, utterly horrible to contemplate - 

Again, in speaking ot tlic poUciy Uadc, said 

Irom the children we ina> form an opinion as to the 
the Bills and iiomcn. and tint m a branch of >ndnstr> by the side of 
iihich cotton spinning appeirs an agiceible and '‘=■'1''’^") ” 

IViIInm IVood 0 \ciis old. lias 7 )cnis and 10 months old when lie began 
to iiork lie ‘ran moulds" (earned rcidj moulded aiticlos into the drjing 
room, aftcriiards bunging hack the cinpt> mould) 

He came to iiork ciciy clay in the week at fi .im, .md left olT abou 
9 pm ‘I work nil 9 o clock at night si\ days m the week 1 have done so 
scien or eight necks" nfiecn hours of laboin foi a child of 7 years oldl 
J Murray 12 years of age. siys “1 tmn jiggci, and lun moulds Iconic 
at 6 Sometimes I come at 4 X worked all last night. 1.11 6 ^clock this 
morning I hate not been in bed since the night before last There wwc 
eight or nine othci boys woiking last night All but one hate come this 
morning I get 3 shillings and sixpence I do not gel any moic lor 
noiking .at night 1 woikcd two nights last week" rctnyhough, a boy of 
ten "1 base not always an hour (for dinner) I hate only half an hour 
sometimes, on Thursday, rriday, and Saturday" ** 


Fiom a doctoi’s lepoit, Maix notes 

The potlcrs as a class, both men and aromcn, represent a degenerated 
population both physically and morally They arc, as a rule, stunted in 
giottth, ill shaped, and frequently ill formed in tlie chest, they become 
prematurely old, and aie certainly short hied, they arc phlegmatic and 
bloodless, and eshibit their debility of constitution by obstinate attcacks of 
dyspepsia, and disorders of the livei and kidneys, and by rheumatism 
But of all diseases they are especially prone to chest disease to pneu 
monia, phthisis, bronchitis, and asthma One form would appeal peculiar 
to them, and is known as potter's asthma, or potter's consumption Scrof- 
ula attacking the glands, or bones, or other parts of the body is a 
disease of two thirds or more of the potters That the 'degenerescence' 
of the population of this district is not cs en greater than it is, is due to 
tlic constant recruiting from the adjacent country, and mterraarrnge 
with more healthy races-® 


Of the baking tiade, it is said 


=» Kill Mm ffljHtof, Volume I, p 268 
“Ihid.pp 269 270 
s«/6id,pp 270 271 
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f London season,” the operatives belonging 

to the full-priced bakers at the West End of the town, generally begin 
work at 11 PM, and are engaged in making the bread, with one or two 
shoit (sometimes very short) intervals of rest, up to 8 o’clock the neM 
morning They are tlien engaged all day long, up to 4, 5, 6. and as late 
as 7 oclot^ in the evening carrying out bread, or sometimes in the after- 
noon in the bakehouse agam, assisting m the biscuit baking They may 
laye, after they have done their work, sometimes five or six, someumes 
only four oi five hours’ sleep before they begin again On Fridays they 
always begin sooner, some about ten o’clock, and continue in some cases, 
at work, either in making or delivenng the bread up to 8 p m on Satur 
day night, but more generally up to 4 or 5 o’clock, Sunday morning 
The men employed by the underselling masters (who sell their bread 
under the full price,” and tvho, as aheady pointed out, comprise three- 
fourths of the London bakers) have not only to work on the average 
longer houn, but their work is almost entirely confined to the bake- 
house Towards the end of the week the men begin on Thursda) 
night at 10 o clock, and continue on with only slight intermission until 
late on Saturday evening 

And finally, one of Marx’s moie famous illustiations 


In the last week of June, 1863, all the London daily papers published 
a paragraph with die "sensational” heading "Death from simple over 
work ” It dealt with the death of the milliner, Mary Anne Walkley, 20 
years of age, employed in a highly-respectable dressmaking establishment, 
exploited by a lady with the pleasant name of Elise The old, often told 
story, was once more recounted This girl worked, on an average, I 614 
hours, duiing the season often 30 hours, without a break, ivhilst her fail- 
ing laboui -power ivas revived by occasional supplies of sherry, port, or 
coffee It ivas just now die height of die season It was necessary to con- 
jure up in the twinkling of an eye the gorgeous dresses for the noble 
ladies bidden to the ball in honour of the newly-imported Princess of 
Wales Maiy Anne Walkley had worked without intermission for 2614 
hours, with 60 other girls, 30 in one room, that only afforded % of the 
cubic feet of air lequired for them At night, they slept in pans in one 
of the stifling holes into which the bedroom ivas divided by partitions of 
board And this was one of the best millinery establishments in London 
Mary Anne Walkley fell ill on the Friday, died on Sunday, without, to the 
astonishment of Madame Elise, having previously completed the work in 
hand The doctor, Mr Keys, called too late to the death-bed, dulj bore 
witness befoie the coroner's jury that "Mary Anne Walkley had died 
from long houis of work in an overcrow’ded W'orkroom, and a too small 
and badly-ventilated bedroom ” In order to give the doctor a lesson in 
good manners, the coronei’s jury thereupon biought in a verdict that 
"the deceased had died of apoplexy, but there was reason to fear that her 
death had been accelerated by overwork in an overcrowded workroom, 

20 /bid, p 276 
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etc ’ "Our tsliitc slaves ” cried the “Morning Star” the organ oT the frec- 
lindcrs, Cobden and Bright "our uhitc shits uho are toiled into die 
grate, for the most part silentl) pine and die” 

"It is not in dressmakers rooms that storking to death is the order oE 
the daj, but in a thousand othtr places, in ctcry place I had almost said, 
nhere a ‘thrning business' has to be done \Vc will take the blacksmith 
as a t)pe If the poets iterc true, there is no man so heart), so merry, as 
the blacksmith, he rises early and strikes his sparks before the sun, he 
eats and drinks and sleeps as no other man \Vorking in moderation, he 
IS, in fact, in one of the best of human positions, physically speaking But 
ne follow him into the city or town, and iic see tlic stress of work on that 
strong man, and what then is his position in the death rate of his coun- 
ti) In Marylebonc blacksmiths die at the rate of 31 per thousand per 
annum, or 11 aboic the mean of the male adults of the country in its 
entirety The occiipition mstinctiic almost as a portion of human art, 
unobjectiomble as a branch of human industry, is made by mere excess 
of iiQik, the destroyer of man He can stiike so many blows per day, walk 
so many steps, btcathe so many breaths produce so much work and live 
an average, say of fifty years he is made to stiikc so many more blows, 
to walk so many more steps, to breathe so many more breaths per dav, and 
to increase altogether a fourth of his life He meets the effort, the result 
IS, that producing for a hniiti.d time i foiiith more work he dies at 37 
for 30 " St 

These and many otliet illustrations picscnted in Capital indicate 
die sorry plight o£ the avoikcrs m vauoiis uniegulated trades in 
ilarx’s day The eases have not been invented by Mar\, foi, as a 
general rule, he quotes ftom Pailiamcntary reports, and reports .of 
investigating commissions If conditions such as those described 
still prevailed in England in 1850 or 1860, suiely Marx had some 
reason for deciding diat modem capitalism had lesultcd and piob- 
ably would continue to result in the met easing miseiy of the 
pioletariat, even though his piediction has not come tiue, in any' 
absolute sense, in piactice 


The Last Days of Capitalism 

Pittance Capital Mai\ had no doubt that th ese contiadi ctions of 
economic life undei capitalism — between the increasing wealth of ; 
the bouigeoisie and the met easing misery of the proletaiiat, and 
between the growing producUve power of the system and the lim- 2 . • 
ited consuming powei of the toiling masses based on subsistence 
incomes — would eventually cause the breakdown of the capitalistic 

s'/&irf,pp 280 282 
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system M aix h imself, however, was not especia lly d efinite with 
lespect to the details of the last days of capit^ism. and man^ of 
these details had to be fil led in by y aiipus suppoiteis and inteijjre 
ters of Maix As the woikeis fall into increasing miseiy and as moie 
and moie seveie crises oi business depiessions occur, capital be- 
comes centiali/ed in feivei and fewei hands until eventually mo- 
no polistic condi tions pievail in each field of industiy and business 
This result is followed by an alliance oi meiging of bank capital 
with industrial capital and tlie establishment of a financial oli- 
garchy In this stage of capitalism, the capi talist becomes a puie 
parasite The contiol of production lests in the hands of finanoal 
ma^ates and it is exeicised, thiough monopolistic industiial con- 
cerns, to create not merely suiplus value, but monopo listic suip lus 
value 

Capitalistic Imperialism But, for all this, the capitalistic system 
opei at es less a nd le^ss satisfactoiily because jjf the inci easing seventy 
of its inteinal conflicts and contiadictions However, tlie system is 
saved for the time being by a fmtlier development The financial 
magnates^ %v.th' theiTcontrol ovei industrial pioduction, reach out 
I beyond the boundai ics of the individual capitalistic system and the 
lesult IS capitalistic imperialism Each capitalistic country tries to 
bung other backward' areas undei its control and to use these aieas 
as maikets for pioducts which cannot be sold piofitably at home, as 
sources of necessaiy mateiials, as paiking spaces foi surplus popula- 
tion, and as places in which capital can still be invested profitably 
This capitalistic imperialism might piolong the life of the capitalis- 
tic system in any one countiy indefinitely, but in actual piactice the 
leading capitalistic countiies all tiy tlie same piocedure and, in 
spite of international alliances and monopolies, intei national _ an- 
tagonisms lesult whicli lead to seveie imp el lahstic wais between the 
nafions”~Eventually, each matui£ capitalistic s^tem br eaks do ivn, 
either in a gieat wai or a~severe depiession, a revolutipn_follows, 
and”tlm .proletaiiat seizes contiol of state._ gqi'ei nment, and eco- 
nomic system 

Except for t he eventua l breakdown and i evolution, this ^saip- 
tion seems, to b^airly.ivell fitted to whatjias.be^ going on in the 
modem woi Id “Alliances between industn^capital and bank capi- 
tal are said 'to exist in the United States ;The National Resources 
Committee lecently found that companies controlling 62 pei cent of 
the total assets of the 200 laigest nonfinancial and 50 largest finan- 
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cial companies weie members oC large “inteicst gioups,” which com- 
bined industiials, raihoads, and public utilities with commeicial 
and imestnient banking houses in informal communities of inteicst 
The assets con ti oiled by these interest gioups varied fiom §2,000,- 
000,000 for the smallest to §30,000,000,000 foi the largest Theie 
lias also said to be much overlapping and interconnection between 
these Intel est gioups There can be no doubt about tlie iinpmji.ilis.tic 
p olicie s which have been fo llowed by the le ading capitalisti c na tions 
or about the seveLRJvais whicli have occurred between these nations 
in modem times These wais perhaps cannot be traced entirely to 
the snuggle for international investments, maikets, and materials, 
but this snuggle has undoubtedly played a p.iit in bunging on 
these "iv’oi Id wars " 

The End of CapUaltsm At any late, Maiv was sure of the even- 
tual bieakdown of the capitalistic system and of the revolution 
which would tiansfoim it into a bettei society As he said, in a biief 
review of the e\cnts leading to tlie downfall of capitalism 

As soon as this process of transformation has sufficiently decomposed the 
old society from top to bottom, as soon as the labouicrs are turned into 
pToleiatnns, their means of labour into cap^l, as soon as the capitalist 
mode of production stands on its own {ceu'^cn the furthei socialisation 
of labour and furthei transformation of the land and othei means of 
production into socially exploited and, therefore, common means of pro 
diiction, as well as the further expropnation of piivate pioprietois takes 
a new form That which is now exploited is no longer the labouier woik- 
ing for himseU, but the capitalist exploiting many labouiers This ex 
propnation is accomplished by the action of the immanent luis of 
capitalistic production itself by the centialisation of capital One cipinl 
ist always kills many Hand in hand svith this centralisation, or this ex 
propnation of many capitalists by few. develop, on an ever extending 
scale, the cooperative form of the labour-process, tlie conscious technic il 
app lication of science , the m ethodic nl cnlusation_.ot the soil, the nans 
fornia t^n of the instrume nts of labour into instruments of laboui only 
us able in common, the economi sing of_a)Lmeans_of_pioduction by their 
us ^as the m eans of production of combined, socialised labour, t he en - 
tang lemen t oT ' all 'peoples in Ae net ofjhe asprld market, and this the 
internatjona_I_c harac ter of the .capitalistic regime Along ssath "the con 
stantly diminishing number of the magnates of capital, who usurp and 
monopolise all adsantages of this process of transformation, grows the 
mass of misery oppression, slasery, degradation, exploitation, but with 
nis too grows the revolt of the working class, a class always increasing in 
“umbers, and disciplined united, organised by the very mechanism of the 

National Resources CommiUee, The SUucture of the American Economy, 
PP SOB 317 
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process of capitalist production itself The m onopoly of capital becomes 
a f etter up on the mode of production, which l ^s sprung up and flour 
is hed alongTyuhTand underTt ~ Cenffahsation orihe means of proifuction 
and soaalisation of labour at last reach a point where they become m 
compatible with their capitalist integument This integument is burst 
asunder The knell of capitalist pnvate property sounds The expro- 
priators are expropriated 


QVESTIOSS 

1. "Capitalistic production begets, with the inexorability of a law of 
nature, its own negation The fate of capitalism is inevitable, since it 
IS sealed by the very processes which the system itself inherently gen 
crates” Explain 

2 "While the Marxian predictions concerning the consequences of 
capitalistic production are often separated for purposes of emphasis,, 
they are really inseparable One cannot discuss, for example, the con 
centration and centralization of capital without bringing in such 
other matters as the increasing severity of business cycles and the 
increasing misery of the proletanat " Explain fully 

3 Select one of the Marxian predictions as to the consequences of 
capitalistic production and explain (a) how Marx expected this par- 
ticular result to be accomplished, (b) whether the prediction seems 
to have come true in the economic system of the United States, and 
(c) whether there were any reasons, as of the time when Marx reached 
his conclusions, for expecting the prediction to be vahd 

4 On the basis of economic conditions of the present day in the United 
States defend or attack Marx's predictions as to the consequences of 
capitalistic production 

5 "Several of Marx’s predictions with regard to the consequences of 
capitalistic production may have seemed much more plausible as of 
about the year 1850 than they do today” Do you agree? Explain 

6 Explain the Marxian theories with respect to the causes of business 
cycles under capitalism 

7 Why were business cycles suppcBcd to become increasingly severe, 
according to Marx? Have they actually done so in the United States’ 
Explain 

8 Distinguish between the concentration and centralization of capital 

9 "The process by means of whidi the centralization of capital takes 
place IS closely connected with the recurrence of business depressions ” 
Explain 

10 "If Marx ueie alive today, he would be satisfied with the concentra 
tion and centralization of capital in the United States as a fulfillment 
of his prediction " Discuss 

ao Knrl Mnrx, Capitnl, Volume 1, pp 836 837 
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11 Evplain the various phases o£ the process by means of rshich, accord 
ing to Mar\, the proletariat becomes increasingly miserable under 
capitalism 

12 ‘There are both theoretical and practical objections to Mart’s pre 
diction of the inaeasiiig misery of the proletariat ” Explain 

13 "There is little evidence in our capitalistic system today that Marx’s 
prediction with respect to the increasing misery of the proletariat has 
come true ” Do yon agree? Explain 

14 ‘At the time when Marx was forming his opinions, there were many 
good reasons why he should have predicted the increasing misery of 
the proletariat ” Explain 

lo 'Marx was inconsistent in arguing that, while tvorkers were being 
forced into increasing misery, the rale of profits tended to decline ” 
Show whether you agree 

16 "The Marxian prediction as to tire increasing misery of the prole 
nnat has not come true on an absolute basis, though it may be 
atgued that the prediction has actually worked out on a relatix'e basis 
Just the opposite is true of the prediction as to the increasing severity 
of business cycles ’’ Show whether yon agree 

17 Summarize Marx’s discussion of the last days of capitalism 



CHAPTER 30 


THE REVOLUTION AND AFTER 


The bieakdown of capitalism is inevitable, but that breakdown 
does not by itself pioduce the ideal society of the futuie Unless 
theie weie strong hands ready to seize the leins of control, the 
bieakdown might lead only to chaos Foitunately, the bouigeoisie 
in leading the capitalistic system to its eventual doom have pio- 
duced a strong opposition class which is leady to take over As the 
Commvmst Manifesto said 

The essential condition foi the existence, and for the sway of the 
bouigeois class, is the formation and augmentation of capital, the con 
dition for capital is ivage-labor Wage labor lests exclusively on competi 
tion between the laboiers The advance of industry, whose involuntary 
promoter is the bourgeoisie replaces the isolation of the laborers, due to 
competition, by their re\olutioiiary combination due to association The 
development ol Modern Industry therefoie, cuts from under its feet the 
very foundation on which the bourgeoisie produces and appropriates 
products What the bourgeoisie theiefore pioduces, aboie all, are its oan 
giave diggers Its fall and the victory of the proletariat are equally in 
evitable i 


The Revolution 

The Necessity foi Revolution If the pioletaiiat is to take contiol 
aftei the bieakdown of capitalism, will it be able to do so by peace- 
ful means oi will a revolution be necessaiy? On this point, as on 
many otheis, Mai\ had more tlian one opinion, but his majoiity 
opinion cleaily was that i evolution was necessaiy No mattei how 
seiious the final collapse into which the bomgeoisie have managed 
to lead the capitalistic system they will be unwilling to lelinquisli 
contiol because they could not imagine any othei system in ivhich 
they would be as well treated They had acquired originally then 

r Mir\ Lngels, The Commmtut Manifesto, p 29 
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capital by forceful measuies and evpiopnation, and they would 
lose It only by similai methods Having lived by the sword, they 
iiould have to die by the stsoid Moieover, the bourgeoisie have 
contiol ovei the govcinment and its aimed forces and will use them 
to protect then position The need for levolution is also indicated 
by the tlioioughncss of the changes which the capitalistic system le- 
quiies As Mai\ once said "With us it is not a matiei of iclorming 
piivate property, but of abolishing it, not of hushing up the class 
antagonism, but of abolishing the classes, not of araelioiating the 
existing society, but of establishing a new one ” - Changes of this 
scope and magnitude could haidly be accomplished by peaceful, 
eioUitionary means 

There is considerable evidence not only that Maiv consideied a 
leiolution to be necessaiy, but also that revolution to him meant a 
Molent and bloody oveitluow of the existing regime and not merely 
sudden change Towavd the end of the Commumst Manifesto, the 
autliois Siiid "Tlie Communists disdain to conceal their vieivs and 
aims They openly declaie that then ends can be attained only 
by the forcible overtbiow of all existing social conditions Let the 
ruling classes tremble at a Communistic revolution ” ® In his news- 
paper the A'cne Rhctmsche Zetiiing, Maix said "When out tmn 
Comes, revolutionary Ten or ism will not be sugar-coated Theie 
« but one way of simplifying, shortening, concentrating the death 
agony of the old society as well as the bloody labor of the new 
Moild’s birth— revolutionary Teiroi " < In an address to the Com- 
munist League in 1850, Marx said "Fai fiom opposing so called 
excesses, and making examples of hated individuals or public btuld- 
mgs to which hateful memones are attached by saciificing tliem to 
popular revenge, such deeds must not only be tolerated but then 
diiection must be taken m hand ’’ * Still later, Marx said "To take 
vengeance for the misdeeds of the ruling class, tlieie existed in the 
hddie Ages m Geimany a secret tribunal called the Vehmgenchi 
f a red cross was seen marked on a house, people knew that its 
onner was doomed by the Vehm All the houses in Europe are nou 

‘AtWress to the Communist LeaRue, Handhool of Maoism E 

Sinn R^ndo^l House, 1935, p 64 Reptinted by pctmis 

«on of the publishers 

^Marx Engels, The Communist Manifesto, p 58 
« B ^ LeRossignol Fiom Marx to Stafin, p 321 

K’ew Votk * Marxism, p 66 Reprinted by permission of Random House, 
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mailed by the mysteiious red cross Histoiy is the judge, its execu- 
tionei, the jiioletanat ” ® Finally, toivaid the end of the fiist volume 
of Capital, Mai\ said "Force is tlie midwife of e\ery old society 
pregnant with a new one ” ' 

The Locus o/ the Revolutio7i Wheie ivould the levolution stake 
first? Mai\, tiue to his general analysis, held that it would come 
fust in one of tire most highly developed capitalistic countries He 
seemed to vaiy between Germany and England as his first choice 
In 1844, both Maix and Engels seemed faiily suie that the revolu- 
tion would come in England as a result of the Chartist movement 
However, m the Communist Manifesto, Marx and Engels said 


The Ckimmunists turn their attention chiefly to Germany, because that 
country is on the eve of a bourgeois revolution, that is bound to be car- 
ried out under more adianced condiuons of European avilization and 
•with a much more developed proletariat, than that of England rvas in the 
seventeenth, and of France m the eighteenth century, and because the 
bourgeois reiolution in Germany wiU be but the piehide to an immedi 
ately following proletarian revolution® 

Much later still, Marx again selected England as tlie most likely 
spot foi revolution He said 


Although the revolutionary initiative will probably come from France, 
England alone can serve as the lever of a serious economic resolution It 
IS the only country where there are no more peasants and wheie property 
in land is concentrated in a few hands It is the only country w-here the 
capitalist form— that is to say combined labour on a large scale under 
capitalist employers— has invaded practically the whole of production It 
is the only countiy where the great majority of the population consists 
of wage labourers It is the only countr)' where the class struggle and the 
oiganization of the working class tlnough the trade unions has acquired a 
certain degree of matunty and universality As a result of its dominating 
position in the w'orld maiket. it is the only country where eveiy revou- 
tion in Its economic conditions must react directly on the entire world 
IE this country is the classic seat of landlordism and capitalism, by wrtue 
of that fact it is also here that the material conditions of their destruction 
are most highly developed England cannot be treated simply as one 
country among a number of other countiies She must be treated as the 
metropolis of capitalism » 

oMarx-Engels, Selected Cone^pondence, p 91 Rcpnnted bj permission of 
International Piiblislieis, New York 
r Kail Mai\, Capital, Volume 1, p 821 

s XTnv rnirpU The Communist Manifesto, p SB , „ 

okHi MaSUteis/oZJ. Kugelmann New York International Publishers, 
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While Mars. persisted in thinking that the leioliition iiould come 
first in some highly dci doped capitalisuc system, some ot his 
modem disciples ii.i\e distigiced with tins opinion Lenin, foi cNam- 
pic, had no doubt that the reiolution might occui m a countiy with 
(jintc oidinaiy capitalistic dciclopincnt or even in a backwaid 
coinitry sucli as Russia in whicli the capitalist mode oC produc- 
tion nas but little dciciopcd and most of the people were peasants. 
From tins point of view, the cuipitalistic countries resembled a chain 
ivhich might well be c\pcctcd to give way at its i\cakcst link and 
not a crate of apples in which the ripest and most mature fuuts 
might be expected to decay first 

The Tme of the Revolution As to tlic tune when the i evolution 
iiould come, Mars, could only say that it would come when the 
time was upc foi it llis general attitude was c\piessed in the 
following words 

No social order ever disappears before all the productisc forces, lor 
which there » room in it, hate been developed, and new higlier relations 
of production never appear before the tnatcrml conditions of their evist- 
enec have matured in the womb of the old society Therefore, mankind 
always takes up only such problems as it can solve, since, looking at the 
matter more closely, wc wilt always find that the problem itself arises 
only when the material conditions necessary for its solution alrc.idy exist 
or are at least m the process of formation 

In die first half of his life, Marx on several occasions thought 
that the time was getting ripe for revolution in this counUy oi that, 
hut his hopes and expectations were always blighted in piactice 

After several such experiences, he lealired that the piocess by 
means ot which the capitalistic system moves towaid bieakdown and 
retolution is an extiemcly slow one and that nothing is gamed by 
trying to hurry it or by attempting levolutioii beloie the tune is 
tipe By 1863, he could write to Engels 

Only the little German Spicngeseffcii (petty bouigeois), who measure 
world history by the yard and the latest "mteresting news in the paper” 
could imagine that in developments of sudi magnitude twenty years are 
more than a day— though later on days may come again m which twenty 
years are embodied u 


11 A Contubution to tfie Critique of Political Economy, pp 12 13 

AIirN Engels. Selected Correipondence, p 147 Keprintcd by peimission o£ 
teinitioml Piihhshcis New Voik 
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Late in his life, Marx apparently lost faith to some extent m the 
coming of the i evolution and even in the necessity for levoluuon 
Thus, in 1872, he lemarked 

But ive do not assert that the way to reach this goal is the same every 
wlieie We know that the institutions, the manneis, and the customs of 
the various countries must be consideied, and we do not deny that there 
are countries like England and America, and, if I understood your 
arrangements better, I might even add Holland, where the worker may 

attain his object by peaceful means But not in all countries is this the 
case 1- 

Mai'x appal ently had begun to lealize that he had underesti- 
mated the significance of labor oiganizations, social legislation, and 
the political powei of the ivoikeis Sevcial yeais after Marx’s death, 
Engels fieely admitted that he and Maix had been wiong in expect- 
ing the full-fledged proletaiian revolution to occui in the middle of 
the nineteenth century As he said 

History has proved us, and all who thought like us, wrong It has made 
It clear that the state of economic development on the Continent at that 
time nas not, by a long way, ripe for the removal of capitalisUc pro- 
duction 1* 

Necessary Conditions foi Revolution If the proletaiiat is to rise 
up at the psychological moment and take over the state, govern- 
ment, and economic system of capitalism, theie must be some way 
foi the leadeis of this great class to know when the time is ripe foi 
levolution How can it be deteimined when the great day is at 
hand? Accoiding to one interpieter of Marx, three conditions must 
be piesent in the economy if the revolution is to be considered 
imminent First, there must be a bieakdown of the foices of pro- 
duction and distiibution in the capitalistic system Second, there 
must be a “lack of immediate political homogeneity on the pait 
of tlie luling classes” — a condition which could leadily exist in the 
midst of a seveie ciisis Finally, tlieie must be "spontaneous mani- 
festations of class consciousness and stiuggle, such as stakes, iiots, 
and mass demonstrations ” 

12 Quoted in H IV Laidler, A History of Socialist Thought New York The 
Thomas Y Crowell Company, 1927, p 194 
t-a Handbook of Maiusm, p 79 Repiinted by peimission of Random House, 
New Yoik 

“Sidney Hook, Towatds the Understanding of Kail Mar\ Ncir York The 
John Day Company, 1933, p 276 
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\Itei consjdciing these essettual conditions £oi iciolution, one 
might be moved to nondci why iheie wns not n leiolution m the 
United States in the depicssion yeais following 1929 Although our 
capitalistic system o[ piodiittion and distubution did not bicah 
down completely in this depiession, the bieakdovn was probably 
moie neaily complete than it evei had been befoic Ceitainly tlieic 
nas widespicad disagi cement among the leadcis of oiii economy as 
to what should be done in the ciisis in oulei to attain lecoieiy and 
piospeiity Some men said that iccoieiy could nc\ei come until 
wages and other costs had been cut enough to make piofitable pio- 
duclion possible once moic Othei equally impoitant spokesmen 
icvealed that wages and consumei buying powei in geneial should 
be maintained at a high level if lecoveiy weie to occui Some said 
that the depicssion would be bottomless if left to its own devices 
and that additional stiong goveinmental intenention and conttol 
would be necessaiy to induce iccovciy Otlieis said that the gov- 
eiiinicnt was alicady playing too great a pait in the economic life 
of tlie count! y and that lecoveiy must wait upon the freeing of 
piivate business fiom the shackles of goieinmental contiol Some 
blamed the depicssion on international influences and thought a 
higher protective taiill w'ould lead the way to piosperit) Otheis 
contended that oui policy of piotectionism had played a consulci- 
able part in producing the depression and called foi a freei intei- 
changc of goods between this counuy and otlici comitiics 
Noi were iiots and mass demonstiations at all lacking We all 
remembei the embitteicd hosts who maiched on Washington and 
were dispeised by the aimed forces, and the faimers who lemoved 
then tiusty rifles or shotguns fiom the wall and joined in aimed 
bands to prevent slienlTs sales of faim piopeity oi to ovci turn milk 
and vegetable trucks to keep farm pioducc fiom i caching the de- 
pressed markets And yet, in spite of all these things, no i evolution 
occuiied What was lacking? Apparently, it was the absence of a 
large, downtrodden, well-oiganired, class conscious pioletaiiat which 
ivas fatal to the hopes of revolution w'liidi anyone may have had 
In tile crisis, practically all Americans, fiom lowly w'Oikei oi 
"reliefer" to captain of industiy, thought and acted as membeis of 
the middle class As long as this is tiue, a capitalistic system can 
apparently survive almost any kinds of economic conditions 
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The Dictator (hip of the Pioletanat 

The Dictntorship as a Period of Transition Regardless of all 
arguments over the levoluuon, we shall now concede Marx his revo- 
lution (in theory) in older to catch a glimpse of die more satisfactory 
states of society which aie to follow it Accoiding to the Marxian 
theor\ the tiuly ideal state of society cannot eineige fully developed 
fiom the 1 evolution The classless commonwealth of anarchistic 
communism can he reached only after soaety has passed through a 
more oi less extensive period of transition known as the dictatorship 
of the proletariat As Marx said 

Between the capitalist and the communist systems of society lies the 
period of the revolutionary transformation of tlie one into the othei 
This corresponds to a political transition period, Whose State can be 
nothing but the revolutionary dictatorship of the proletariat 


Again 


And now as to myself, no credit is due to me for discovering the exist- 
ence of classes in modern society nor yet the struggle Between them Long 
before me bourgeois histonans had described the historical detelopmcnt 
of this class struggle and bourgeois economists the economic anatomy of 
the classes AVhat 1 did that was new was to prove (1) That the existence 
of classes is only bound up wth particular, historic phases in the develop 
ment of pi eduction, (2) that the class struggle necessarily leads to the 
dictatorship of the pioletanat, (6) tliat this dictatorship itself only con 
stitutes the transition to the abolition of all classes and to a classless so 
‘Ciety 

Political Conditions A dictatorial government would be nothing 
new because, in the Maixian analysis, goveinments, regaidless of 
their apparent organiration, aie always dictatoi ships m fact The 
state, as always, would be under the control of the most poweiful 
class of the times and would be used, as always, as an agency ol 
oppression -^ftei the i evolution, however, the dominant class would 
be the proletaiiat, and it would use tlie power of the state to oppiess 
the foimeily powerful bouigeoisie Obviously, the government 
which would exist under the dictatorship of the pioletanat would 
be fai fiom ideal, but some Marxian supporteis, such as Lenm, 


15 Karl Marx. The Gotha Program New York New York Laljor Neira Com- 
mnv. 1935. n 48 Reprinted U) pcimission of the piihlisliers 
15 Marx -Engels, Selected Coiiespondence, p 57 (Mux to tVe)demc)er) R 
punted b) permission of Intel mtioml Publislicis, New koik 
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have coiuetitletl tli.u tins e;o\c>nmcnt would <ii lc<isi be mojc demo- 
cratic than that whuh had foinitil) CMSicd under capitalism 
roiiiicih. ilic few (bouit'coisic) oppicssed the many (pioletaiiat), 
but iiou the situation is icseiscd and the many oppress the [ew — 
and this, so ii is said, is obviously faiici and moie dcmorntic The 
boiiigcoisie must l)c ojjpicsscd and suppicsscd 

in onicr to free Iiuiinniu fioin u igc slnerx ilieir icsisnnre must be 
broken b\ forrt it is cit ir th ii sshtic ihctc is siipjjrLSMoti there is also 
Moknee, there is no libcitv no ilLinocnrs Diinocnc) fin the vast 
mijorii) of the people, and sitppicssion b\ foirc ic, tsclusion from 
dunotrics of the esploiters ami opprcssois of the people this is the 
nKwlifiration of demon icj during the hannlion hoin cipuilisni to com 
munism 

It IS the task of the ilitiatoislnp to tlesnos and ciadicatc rom- 
plciely all vestiges of the old captiabsttr svsicm, including, of com sc, 
capitalistic itlcologv \s I tnin said 

The dictatorslnp of the piolclinat is the ficiccst, sharpest, and most 
merciless w ir of the new cl iss agiinst its inoir ^jouti/wJ cneiin, the boiii- 
gcoisic, whose rcsisiance ts increased tenfold b) us overthrow 1 he tlir 
Utorship of tile proletarm is a sUtbboni struggle — singvumiv and blond 
levs, violent snti |icaccful, mihtnr)' md crontimic, cducaiiniinl and ad 
mmistniive — agmtst the forces and trwluions of the old socici) The 
vlicniorship of the proleiiriu is the domimiion of the prolenriat over 
the boutgcaisic, i domination tint is uniramniclcd bj law .and based on 
Violence and enjoys the sympathy and support of the toiling and ev 
ploiicd masses i" 

The jusnrication of the violent tiansicion petiod is found in the 
fact that It pav cs the way foi the ideal classless society of the futui e 

Dcniocncv is not idcnticil with majority rule No, dcmocricy is a 
tale winch recngni/cs ilic siib|cction of the minority to the majont), that 
an organi/itjon for the systematic use of violence by one class against 
t c other, by one part of the population against anothci But striving 
or Socialism, we are convinced that it will develop furihcv into Com- 
munism, and, side by side vsiih this, dicrc will vanish all need for force, 
or the subjection of one man to anoihci, of one section of society to 
potter, since people will grow accustomed to observing the elementar)’ 
uc Uions of social cvistence without foice and without subjection vo 

1 Lenm, "The State and RcvoUilion,” UnnilliooK of Mat\ism, p 745 
w'o'*™ permission of Random House, New York 
hshp^*'ln 3 o ^ Stalin, F oiindalioiis of Leninism New York International Pub 
10 v’ T t Rcpiinlcd liy permission of the puhUshcrs 

The Slate and Rcnolution New York Tlic Van 

less 1929, p 187 Repi lined by permission of the publishers 



834 COMPARATIVE ECONOMIC SYSTEMS 

Economic Features The tiansformation of the bouigeois state 
into the proletaiian state is accompanied by the tiansformation 
of the bourgeois economy into the pioletarian economy, or of the 
system of capitalism into one of soaalism As in the case of the state 
or goveinment, this tiansfoimation of the economic system means 
piimaiily a change in management rathei than in fundamental 
methods and piocesses The economic system will have the same 
agents of pioduction as befoie, oiganized as befoie, and using 
familial methods and piactices of pioduction The most important 
change that has occuiied is found m the fact that what was foimeily 
the pnvate piopeity of the capitalist-employeis is now the piopeity 
of the pioletaiian state and, diiough the state, of the workeis The 
means of pioduction aie now socially owned, oi at least aie owned 
by the majority of society, the pioletaiiat 
With the capitalists, landowneis, and enteipiiseis gone, the pio 
letarian state opeiates the economic system in the name of the 
workeis Woikeis in all soits of oidinaiy jobs aie not disturbed or 
displaced Engineeis, agionomists, research uoikeis, and other tech- 
nically trained woikeis continue in their positions and, obeying tlie 
aimed woikeis instead of the capitalist-employers, work even better 
than beloi c With ti ue Marxian disdain foi the functions of man- 
agement, It IS said that the work of manageis, foiemen, bookkecpeis, 
and other cleiks, then “simple opeiations of ivatching, lecording, 
and issuing icceipts will be within leach of anybody who can lead 
and wiitc, and knows the fiist ioui aiithraetical iules”“ Needless 
to say, some individuals will be in moie vital and lesponsible eco 
nomic positions than otheis, but they will be kept from becoming 
"buieauciats” because, in the beginning, they wall be elected to 
office and will be subject to iccall, and latei on the woikeis will be 
lotated in office at lathei fiequent inteivals 
While the economic system, duiing the dictatoiship of the piole- 
taiiat, wall piesumably haie to operate as a planned economy, the 
wntings of some Maixian followeis seem to surest that the eco 
nomic system wall opeiate almost automatically once the change ot 
management fiom the bourgeoisie to the proletariat has been 
effected Thus Lenin has said 

\Ve have but to oterthrow the capitalists to crush with the iron hand 
of the armed woikeis the resistance of these exploiters, to break the 
bureaucratic machine of the modem State — and mc have before us 
-ojbid,p 203 Reprinted b) pcrmiviion of the y'amtiiard Press, New ^ork 
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highly technically fashioned maclune freed of its pnrasites, which can quite 
iiell be set going by tlic united woikers themsches, hiring their own 
tedinical advisers, and paying them all, as, indeed every "State" official 
nith the usual uorkers’ wage Here is a concrete task, immediately prac- 
ticible and realirnblc as regards all trusts, which uould rid the workers of 
esploitation and which would make practical use of the evperience winch 
the Commune has gia en us 

The above passage seems to suggest that all woikcis, regaidless ot 
function or accomplishment, would Iiaa-e to be contented with the 
wages of ordinaiy laboi, but this is not tlie impiession usually guen 
in desciiptions of the dictatoislnp of tlie pi oleum lat In this tiansi- 
tion stage of society, eveiy person who desiies to leceive an mcome 
must woik foi w'ages as an employee of the piolctaiian state He 
who does not woik will be expected to lefiain fiom eating as -well 
But, accoiding to most versions, each woikci will leccive fiom so- 
ciety in wages as much as he has given it m teims of productiveness 
Wages w'lll not be equal from woxkei to woikei but will rary with 
the accomplishments of the svoikeis On the whole, howesei, ine- 
quality in the distiibution of mcome will be veiy small m compaii- 
son With tliat which foimeily existed undci capitalism The unequal 
distribution of income undei the dictatorship will be far fiom ideal, 
accoiding to the Marxian school of thought, but it cannot be 
avoided in the tiansition period As Lenin said 

The first phase of Communism, tliercfore still cannot produce justice 
and equality, differences, and unjust differences, in wealth will still exist, 
but the exploitation of man by man will have become impossible, bee wise 
It will be impossible to scire as private property the means of production, 
me factories, machines, land, and so on ** 

The unequal distribution of mcome, like some othei featuies ot 
the new stage of society whida are not entiiely dcsnable, indicates 
meiely that the new society is "one which is just emeigmg from 
capitalist society, and which therefore in all respects — economic, 
moral and intellectual— still bears the birthmaiks of the old society 
from whose womb it sprung ’’ 

In any case, the chief significance of tlie dictatoislnp of the pio- 
etaiiat is as a peiiod of preparation for the ideal state of society 
w 11 1 IS to follow The chief task is that of molding the individual 

“ c!*tpa ^ Reprinted by permi-ision of the I'lngiiaid Pres? Neu lork 
House P Reprinted b) pci mission of Ratidoni 

-5/6id, p 748 Repnntcd by permission of Random House. Xen loik 
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citizens so that they will become ready for the ideal system, and the 
pioletanan state is to be quite luthless in this prepaiatoiy woik 
Aftei the dictatoiship has been in opeiation foi a time, noncon- 
foimity in the behavioi of individual citizens will be 

a rare e\ception, and will probably be accompanied by such swift and 
severe punisliment (for the armed workeis are men of practical life, not 
sentimental intellectuals, and they will scarcely allow anyone to trifle 
vMth them), that very soon the necessity of observing the simple, funda 
mental rules of every-day social life in common will have become a habtl 
The door will then be open for the transition from the first phase of 
communist society to its higher phase 2* 

The Russian Dictatorship The Russian revolution, while it did 
not result fiom conditions which confoimed at all strictly to those 
piedicted by Mar\, was satisfactoiy enough to some modern MaiJi.- 
lans as an example, of the working out of the Maixian predictions 
In similar fashion, the pi esent situation in Russia is quite accept- 
able to these same people as an example of the dictatorship of the 
pioletanat Though they are conscious of the fact that practically 
all the powers whicli aie supposed to leside in the proletariat are 
wielded actually by that small minoiity known as the Communist 
Party in Russia, and even more specifically by the small group ol 
leader of the Communist Party, they contend that this situation is 
both necessary and desirable The proletariat as a whole is too laige 
and unwieldy to exeicise direct control over the government and 
the economic system, and must necessaiily delegate its powers to a 
smaller group, the vanguaid of the proletariat, found in the Com- 
munist Paity and its leadeis The Communist Paity would have no 
function or leason foi being if it weie compelled to follow along 
like the tail on the pioletanan dog, wheie the great masses of the 
proletariat led Moieovei, trying to cairy on a government and 
economic system by means of a proletariat without the Communist 
Party at its head would be like tiying to fight a war by means of a 
mass army which lacked a geneial staff 

Although great powers aie actually wielded by the Communist 
Party, and its leaders, these agencies, according to this point of view, 
aie responsible in the last analysis to the pioletanat as a whole 
The heads of the Communist Party aie meiely leadeis, not dictators 
They convince the lank and file as to the wisdom of their decisions 
and do not meiely coeice the masses into follovv'ing along Unless 

p 7SQ Reprinted bv permission of Rindom House \c« \ork 
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the leaders lead the masses in the dncction of the goals desired by 
die people, ihe> cannot maintain their position of leadership As 
Lenin once stated the niattci 

Among the masses of the people, we communists are but drops in the 
ocean, and we cannot iiile unless we gue accurate expression to the folk 
consciousness Othcnsise the Communist Party will not be able to lead the 
prolctaiiat, the proletariat will not be able to lead the misses, and the 
whole machine will fall to pieces 

Many people, howevci, are unable to accept this point of mcw 
It seems to them that the powers which should belong to tiie pro- 
letaiiat as a whole aic fai too greatly conccntiatcd in the Com- 
munist Paity, in the leaders of the Party, and in one man, Stalin 
himself It also seems that this leadership by the dictatoi oi by a 
small minonty of the Party is often qtixte mesponsible It seems, 
in odiei wolds, that the masses are forcibly led in the directions 
which seem desirable to the leader or Icadeis and not in the 
diiectioiis which the masses would choose if they were allow’ed 
to expiess themselves freely and openly Thus, according to this 
viewpoint, the situation in Russia is one of dictatorship over the 
pioletariat and not dictatoi ship of the piolctanat If this is true, 
It is quite possible that an effort will be made to pei pctiiate the 
dictatorship and that Russia tvill not ripen into the ideal stage of 
full communism at all rapidly 


Full Communism 

The final stage of full communism docs not follow automatically 
rom the dictatoi ship of the piolctanat with the meic passage of 
time It Will come only when and if the economic system and its 
people aie leady foi it, and quite a little is involved in the process 

0 getting leady In the first place, all tiaces of the old capitalistic 

1 eology must be stamped out Individuals must foiget that there 
was evei a time when income could be dciived horn the mere 
oivnership of piopeity as well as horn pioductive lahoi They must 
®iget tliat some people once got veiy large incomes while otheis 
received small ones They must lose any hope of differential lewaids 
01 ifferences in pioductivity oi service They must forget all about 
• eiences in skill, training, and mental or physical abilities The\ 

[, g/ Stihn, Lenimsm, Volume 1 New York Intcrmtioml Piiblisheis 1933, 
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must come aioimd to the notion that, il a man does the best he can 
in the best type of %\oik foi which he is fitted, he is just as good and 
just as deserving of income as any othei man, regardless of differ 
ences in pioductivity and output They must give up their old 
acquisitive and self-seeking types of behavioi and become socially 
minded so that they i\ili both woik as haid as they can foi the 
benefit of society as a iihble and be content to leceive, as a leward 
lot their woik, an amount of income based on then needs in con- 
sumption 

These changes in human beings and then thinking must be ac- 
companied, appaicntly, by a gieat expansion of production before 
the stage of full communism can be leached If the ideal society is 
to dispense with inaikets, money, and prices and allow each indi- 
vidual who wotks as best he can to help himself to commodities 
and services on the basis of his needs, the outputs of many kinds 
of economic goods will hare to be expanded enormously The out- 
puts of goods which capitalism pioduces today would be quite in- 
adequate foi the saUsfaction of human wants if the puce tags weie 
lemoved and indniduals neie allowed to help themselves fieely to 
tire available goods 

The Withering Aioay of the State After these developments have 
taken place a stage of society will be reached in winch class dis 
tinctions and antagonisms have been eliminated There will no 
longer be any economic oi soaal basis foi distinguishing one mdi 
vidual or group of individuals fiom anothei As a result, the state, 
whicji is always an agency of oppiession, will have lost its function 
and will withei away and disappear Theie must be at least two 
classes, witli the one capable of oppiessing the other, in order foi 
the state to have significance as an agency of oppression When all 
individuals in the society have precisely the same status, theie is 
no one to oppiess and no one to be oppiessed The state is not 
abolished It merely atiophies and disappeais 

As Lenin described this development 


Only m Communist society, when the resistance of the capitalists has 
been completely broken, vihen the capitalists have disappeared, when 
there are L chsses (le, there is no difference between the members of 
society m their relation to the soaal means ° ” 

"the state ceases to exist,” and "tt becomes possible to speak of 
Only then a really full demoaacy. ^ 

mil be possible and will be realized And only then 2! 

begin to wil/ifii away due to the simple fact that,. freed from capitalis 
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silvery, from the untold horrors, savagery, absurdities and infamies of 
capitalist exploitation, people will gradually become accuslomed to the 
ofascrv’ation of the elemental^ rules of social life that have been knovra 
foi centuries and repeated for thousands of yeais in all school books, they 
will become accustomed to observing diem without force, without com- 
pulsion, without subordination, without the special appaiaius for com- 
pulsion w'ludv is called the state 

And again 

• 

Finally, only Communism renders the smte ,vbsolutcl) unnecessary, for 
there is no one to be suppressed — "no one" in the sense ol a flats, m the 
sense of a systematic struggle with a definite section of the population 
We are not Utopi ms, and we do not in die least deny the possibility and 
inevitability of excesses on die yiart of inffiuirfiinf pci sons, nor the need 
to suppress ntch excesses But in the fiist place, no special machinery, no 
special apparatus of repression is needed for this, this vvill be done by the 
armed people itself as simply and as readily as any crowd of civilized 
people, even in modern society, parts a pair of combatants oi does not 
allow a woman to be outraged And, secondly, we know that the funda 
mental social cause of excesses which consists in violating the lules of 
social life is the exploitation of the masses, their want and their poverty 
With the removal of this chief cause, excesses will inevitably begin to 
''wither away” We do not know how quickly and in what succession, but 
we know that they will wither away With their withering away, the state 
Will also wither away 

Government and the Control of Economic Activity But, iC the 
state withers away, how will tivc economy o£ full communism 
operate? Theie aie no pnvate cntcipriseis to take lesponsibility 
for the guidance of production and there aic no money price and 
cost relationships to serve as the basis foi economic decision-making 
On die other hand, a full-fledged system of economic planning, 
which is the alternativ'c to operation on the basis of the pi ice system, 
would seem to leqmre the existence not only of government but of 
a strong cential government with power to make and enfoice the 
plans Of couise, one might argue that each individual will be so 
changed and will become so socially minded undei full communism 
tvat he will take his appiopiiate place in the pioductive sclieme of 
soaety as a whole without any guidance being necessaiy Each indi- 
vidual Will be guided as by an innei light (or an invisible hand) to 
enter that occupation m winch he can be most useful to society, and 

“"Quoted m Handbook of Mnixism, pp 745 746 Reprinted bv permission of 
Rvudom Home. New Voik 

p 747 Reprinted b) permission of Rmdom House New Yoik 
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tlie system will operate automatically xo satisfy the wants of the 
citirens as consumers To the vulgar economist, it seems amazingly 
utopian to think that the economic system could operate at all m 
this fashion, and that it could opeiate more efficiently than capital 
ism to an extent which would make it possible for all individuals to 
help themselves freely to commodities and services seems altogether 
out of the question Even if sucli an anaichistic economic system 
could operate widiout having chaos as its leading product, it would 
piobably be a thoroughly static and unprogiessive economic system 

'One other escape fiom this dilemma remains open In view of 
the distinction between the state and the government, it might be 
possible for the state as an agency of oppression to wither away, 
wdiile the government, as the machinery foi guiding the cooperative 
activities of the individual citizens, might i emain This might make 
It possible foi the system of full communism to operate as a planned 
economy without any individual or groups of individuals being 
oppiessed Howevei, this solution appears to be denied by the words 
of Lenin svhen he says that under full communism the goveinment 
w'lll finally become completely democratic, but that democracy' itself 
svill then proceed to w’lthci away On tlie other hand, it is some- 
times suggested that Mar\ was an authoi Italian and centializing 
communist and that he conceived of full communism as operating 
on the basis of economic planning tliiough a system of voluntaiy 
centralism That is, the central goveinment would have large 
pow'ers in the economic spheie but these pow’eis would be volun 
tardy accoided to it by the decisions of the masses of people and 
would not be imposed upon the people fiom above 
Othet Economic Matters under Full Communism Many of tliese 
difficulties of inteipietation aiise out of the tact that Marx and 
Engels, and even then modern inteipreteis, speak of the system of 
full communism only in lather general teims Foi example Marx 
said of this ideal system 

In the higliei phase of Communist society, after the enslaving subordi 
nation of the individual under the division of labor has disappeared, and 
therewith also the opposition between manual and intellectual labor, alter 
labor has become not only a means of life but also the highest want in lile, 
when with the development of all die faculties of the individual, the 
nroductive forces haie correspondingly increased, and all the spimgs ot 
focial wealth flow more abundantly— only then may the limited hoiizon 
of capitalist right be left behind enurcly, and society inscribe on us 
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binncrs "Iron e\CMonc according to Ins faculties, to cter)onc .accord 
mg to his needs " 

‘\s tins genet .il jiiospcctiis is wsiially intcipictcd, the system of 
full communism \sill in\ol\e the rompltit clisappeaiaiicc of piivalc 
propcit) Both piodiictixc sscaUli and consiun(.is' goods svill be 
ossned b} the enure sort.il gtoup Some consumers' goods must pass 
into pmate possession lot put posts of fin.il consumption, but the 
baste title to tiieni .ilu.ns icninins soct.il Indisiduals woik foi 
society as a whole and ptoducc as much as they cau Then piodiicts 
belong to socitt) as a wliolc Tlicsc pioducts aic not e\clwngcd, oi 
bought and sold, and money and pi ices will have disapjjeaied 
Commodities ait stoiccl at vanous ccntt.al pKiccs .and all indniduals 
svlio uork may help themsehts to tlic roninioditics on the basis of 
needs They ha\e no incentive to take more than they need at any 
one time because, in the f.ice of the siipcrnbiindancc of commodities, 
they can itplenish then supplies at will Seiticcs aic also dispensed 
atconstnient places and individu.ils may icccive them as needed 
Tins is all tlicic is to tlie distiibiuiDi) of income Theie is no 
question of wages, intcicst, lent, and ptofits In tins situation, life 
K simple and yet full .ind pleasant TIic indisidual lias plenty of 
leisure and oppoitnnits to indnlgt in the higher foims of plcasme 
and culture No one owns anything, and yet cscryonc is rich 
OtSicuUm to Be Encountered Although the system of full com- 
niunism sounds most .ittinrtivc to some people, theie aic some 
rather obvious obstacles to its attainment In tlie fust place, time is 
e question of inccntitcs If theie arc no differentials in income on 
ttc basis of ability, skill, naming, and pi odiictivity, how do tve get 
indniduals to select the liighcst type of woik loi whidi tliey .lie 
qualified and uoik to the best of then ability in such occupations 
Judging people on tlie basis of then actions under the capitalistic 
^*tcm, it Would be expected that, under full communism, some in- 
ivi uais rvQuifi u'ork most industriously while a much laigci num- 
®r of indniduals would just as mdustiioiisly stand around and 
rate them, oi mcicly go thiougli the motions of w’oiking But, 
communists svoiild say, this is piccisely the tiouble with the 
^ ur^ots economist He does not sec how plastic hum.an natuie 
full" people themselves w'lll be changed nndei 

communism People will work accoiding to then abilities 

/’togiflin, p 31 Reprinted by pcimnsion of the Nen 
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Without any doubt if, as Marx put it, labor has become not only a 
means of life but the highest want in life Moieovei, people will 
be content to leceive income on the basis of then needs without 
legaid foi diffeiences in ability, types of work, or pioductivity 
Here the bouigeois economist can only leply that he will believe 
all this aftci some countiy has taken the plunge and has shown 
that It can opei ate successfully on the basis of full communism 
Again, what aie the piospects of producing enough commodities 
and sei vices so that individuals can be allowed to help themselves 
fieely to them on the basis of needs? We do not deny loi a moment 
that most capitalistic systems usually fail to produce the ma\imiim 
possible quantity of commodities and sei vices which could be tinned 
out with the available productive lesourccs, but it is difficult to see 
how, undei any economic system, production could be increased so 
gieatly that scarcity would disappeai, all commodities and sei vices 
Avould become fiee goods, and human wants would be completely 
satisfied Since no one contends that our capitalistic system is less 
than 50 pei cent efficient, we could haidly look foi more than a 
doubling of pioduction under any othei system, and n seems to us 
tliat a meie doubling of ordinaiy pioduction would fall well shoit 
of the complete satisfaction of human wants And theie might be a 
fuithei question as to whether tlie complete satisfaction of human 
wants in the economic field is a desiiable objective in tlie fiist place 
Would life be woith living if our economic wants weie completely 
satisfied? Now it may be that we have been misinteipieting the 
objectives of full communism Perhaps theie is no intention of 
satisfying all human wants as they exist today, and the objective of 
full communism is merely to satisfy all human needs as distin- . 
guished from wants That is, it might be aigued that many human 
wants today aie of a social chaiactei and depend for their existence 
on the type of society in which we live Under full communism, 
human wants would be much less extensive and complicated and 
would conespond closely to the category of needs Undei this intei- 
pietation, tlie pioduction of enough goods so that they could be 
freely distiibuted on the basis of needs would seem moie neail) 
feasible, but even this result would depend upon the existence of 
adequate incentives for the individuals of the system as producers 
The success of this system of distiibution would also seem to 
depend upon the disappearance of the acquisitive element in human 
nauiie so that no one would take moie goods than he needed im- 
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mediately This matter would become espeaally impoitant if any 
particular goods existed Iiom time to time m quantities msufBcient 
to satisfy the needs of everyone 

The Le7}gth of the Transition Period On the basis of this discus- 
sion, we may be led to wonder how long it will be, according to the 
Maixian theorists, before the tiansition stage of the dictatoiship of 
die pioletaiidt can come to an end and the ideal stage of full com- 
munism can be leached Estimates on this point have varied widely 
Marx seems to have been fairly opumistic when he said "You will 
have to go thiough fifteen, twenty, or even fifty yeais of civil and 
international war, not only to change relationships but also to 
change your own selves, to lender youi selves fit to assume the 
political iems”2° Lenin, on the other hand, took a much daikei 
vieiv of the situation when he wrote 

Under the dictatorship of the proletariat, we will hate to le educate 
millions of peasants and petty proprietors, hundreds of thousands of 
office workers, officials, and bourgeois intellectuals, to subordinate all 
these to the proletaiian state and to proletarian leadership, to overcome 
their bourgeois habits and traditions to re educate in a protracted 
struggle, under the controlling auspices of the dictatorship of the pro 
letariat, the proletarians themselves, lor they will not be able to nd 
themselves of their own petty bourgeois prejudices at the fiist stioke as i£ 

y magic, or at the behest of the Virgin Mary, or by a slogan, resolution 
or decree, it can be done only in the course of a long and difficult mass 
struggle against the mass of petty bourgeois influences 

On the basis of Lenin's statement it would not be sui prising if 

iissia were still in the dictatorship of the proletariat (if that is the 
st®ge she is m now) aftei another century or two And even this 
"tould not necessarily discredit the Maixian notion that the stage 
0 full communism will replace the dictatorship of the proletaiiat 
" en the time is iipe We must remember that in such matteis 
bventy years may count only as one day 


The Role of the Communist Paity 

all tlie developments which Marx predicted, the Communist 
3rty was to have a most important pait As long as the capitalistic 
piem managed to keep on operating, the Paity was to cairy on 

Iniurl foiindalions of Leninism, pp 47 48 Reprinted b> permission of 
Publishers, New YoiV 
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the wolk of aiousing and educating the pioletaiiat In the absence 
of this woik, the proletaiiat would lemam unorganized, lacking in 
class-consciousness, politically ignorant, and infected with all man- 
ner of bourgeois ideas When pioperly aioused and educated, tlie 
pioletariat ivould be leady to take ovci the state, government, and 
economic system when the capitalistic system bioke down and the 
day of levolution came Of couise, the unpreparedness of the piole- 
taiiat would not keep the capitalistic system fiom breaking down, 
but in such a case the bieakdown would pioduce chaos rather than 
a peiiod of tiansition and piepaiation out of which would eventu- 
ally emerge the perfect society 

Having tutoied and coached the pioletariafupto the time of the 
levolution, the Communist Party could not be e\pected to with- 
diaw Its influence duiing tlie dictatoiship of the pioletariat On the 
contrary, the Communist Paity would still be the vanguaid of the 
pioletariat duiing the tiansition period It would seive as a kind of 
military geneial staff for the proletariat and would occupy a domi- 
nant position in the goveinmental machineiy of the dictatoiship 
In theory, at least, it would maintain us position of leadeiship by 
leading tlie proletaiiat towaid the objectives desiied by the prole- 
tauat Still later, when the ideal stage of full communism had been 
leached and the state had withered away, the Communist Paity 
would presumably withei away too, witli its functions peiformed 
and Us duties done 


QUESTIONS 


1 

2 

3 

4 

5 

6 


Why did Mai\ think that a solution nould be necessary an order 
that the capitalistic system might pass into the dictatoiship of the 
proletariat? 

"Mark changed his mind more than once as to the capitalistic conn 
try in which the resolution would occur first" Explain 
When, according to Maix, might the revolutionary overthrow of cap 
italism be expected to occur? 

How can it be determined, according to Marx, svhen economic con 
ditions under capitalism are iipe for revolution? , c .i,« 

Explain the political and economic featuies of the dictatorship ot tn 


How does the economic system which Marx foresaw under the die 
tatorship of the proletariat differ from the system which modern 
socialists aie an\ious to set up? Explain 
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7 “The present economic and political system of Soviet Russia is a good 
evample of what Mar\ meant by the dictatorship of the proletariat ” 
Do you agree? Explain 

8 What conditions were necessary, according to Marx, in order that an 
economic system might pass from the dictatorship of the proletariat 
to complete communism? Explain 

9 What pohtical and governmental changes are involved in the transi- 
tion from the dictatorship of the proletariat to full communism? 

10 Distinguish between the tivo stages of soaety which Marx thought 
would follow upon the breakdown of capitalism and the revolution, 
emphasizing both economic and political features 

11 "While he was specific enough m criticizing capitalism, Marx was 
rather vague and indefinite in descnbing his own ideal system ” Show 
whether you agree 

12 Discuss the problems which are involved in operating the economic 
system of full communism 

13 How long Hill It take, according to Marx, for the dictatorship of the 
proletariat to pass into the ideal system of full communism? 

14 Discuss the role of the Communist Party under capitalism, and after 
the revolution 
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